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INDIAN ECONOMICS 


CHAPTER 1. 

INTRODUCTION 

DEFINITION AND SCOPE 

The Rent Act of 1859. 

Indian Economics : what it means. 

The term Indian Economics refers to a systematic and 
scientific study of tlie principal economic problems of 
India from the atrielly Indian national standpoint. Time 
was when British politicians and writers thought in terms 
of the old colonial policy by which In<lia was lonked upon 
as a natural field for exploitation in the interests of her 
white rulers, But that view is no longer publicly advoca- 
ted by responsible people even in England. To us, Indians, 
the subject matter of Indian Economics can have no other 
meaning than the obvious one that the main problems of 
Indian economic life must be approached exclusively from 
the Indian point of view. With this objective in view, we 
shall not hesitate to criticize British policy, whether in the 
past or at present, which can be proved to have been, or to 
be detrimental to India’s interests, and we shall not hesi- 
tate to advocate measures which might directly militatt^ 
against British vested interests in India, provided such 
measures are calculated to advance India’s own econ^mfc 
well-being. 
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INDIAN K( ONO:yiI( S 


Indian Economics : not the history of Indian economic thought. 

Though the above is the accepted interpretation of 
Indian Kcononiics at present, the term was capable of 
some other alterative interpretations in times past. For 
instance, Indian Kconornics was regarded as the history 
of Indian (‘conornic thought from the earliest times. 
Modern researches, oven iii their present incomplete stage, 
have proved that Indian thinkers, in the golden days of 
anciont and medieval Indian history, did not altogether 
neglect this branch of Sociology. 

Kautilay's Arlhasha^ tra, Snkracbarya’s Xittis and other 
treatises reveal the liigli degree of economic thinking 
developeil by Indian ants in anchnit days. Similarly, 
in the inedit‘val age, great economic experiments were 
carried out by some Moslem rulers. The cxi>erimetit with 
market control of Alauddin Khilji as regards the price of 
corn, cloth, sugar, glue, oil and even cattle and slaves ; 
the currency exptriincnt of Muhammad Tughlug who 
tried to introduce a token <-i!iTency in order to rejdeniah 
his depleted 1‘xcliequer ; the reforms of the land-revenue 
system carried out by Alauddin. Slier Phab and Akbar ; 
and the various innovations in the system of public 
iinance introduced l)y a succession of Moslem rulers all 
testify to the fact that Indian economic Ihinking did not 
snlTer any paralysis in the long twilight of the dark ages. 
Finally, in the modern ages, it is not diilicult to discern 
cbaracterii'tically national interpretations of the funda- 
mental fleets of Indian economic life. The khaddar 
economics of ^fahatina Gandhi, for instance, hardly finds 
its parallel in the economic thinking and economic prac- 
tice of any other modern country. All these indicate the 
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existence of a nucleus out of which an Indian school of 
economic thought can be formulated. 

But the time has not yet arrived when any useful 
purpose might be served by connecting together some of 
the disconnected strands of Indian economic thought. 
Moreover, Kconomics as a science is of very recent growth 
even in the western countries, and tho whole substance of 
economic thinking has been, and is being l apidly trans** 
formed by successive stages of Industrial Kevolntion. 
Indian Kconomics, therefore, at present can not imply tht^ 
history of Indian Kconomic thinking. 

Indian Economics : not the history of Indian economic evolution. 

Another possible interpretation is that Indian Kcono- 
mics might mean the history of Indian ec ->1)011110 life. 
This also must he rejected, first, on the ground of the 
impracticability of reconstructing a synllietic story of 
Indian economic evolution with the oxi^ting inadequate 
data ; an<l secondly, because India’s past, like the past of 
any other modern country, can not, except in a limited 
degree, give us any sullicicnt indication as rcjgards her 
possibilities in the future. 

Indian Economics : not the illustration of univerjal economic 
principles. 

A third possible interpretation is that Indian Kcono- 
mics is nothing but an illustration of universal economic 
principles with Indian examples. This view got much 
currency in India in the first throe quarters of the nine- 
teenth century. The British rulers, specially, on account 
of their wholesale acceptance of the doctrines of classical 
economics, held this view. It was Banade who first 
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pointed out the difference between western and Indian 
environment as a sufficient reason why western economic 
principles could not at all be applicable in the case of 
India, In a country like India with teeming millions of 
rural population bonnd by all sorts of restrictions like caste. 
Joint family, excessive conservatism, etc. The classical 
principles of self-interest, etc, can have only a limited 
validity. 

Ranade in his Ksaays on Indian Kconomicft wrote in 
1 ^92 : — “With us an average individual man is to a large 
extent the very antipodes of the economical man. The 
family and easte are more powerful than the individual 
in determining his position in life. Custom and state 
regulations are more powerful than competition, and 
status moiM decisive in its iuffuence than contract. 
Neither capital nor labour is mobile — wages and profits are 
lixod ami not elastic. Similarly. Sir Theoilore Morrison 
wrote in his treatise, “The Industrial organisation of an 
Indian Province" : — “When we_ approach the study of 
economic phenomena of India, wc must bear in mind that 
we are about to deal with a type of industrial organisation 
whicli is not the type tacitly assumed in most books upon 
abstract Economics." 

Of course, since the days of Ranade, both India and 
the science of Economics have undergone a great deal of 
changes. India has come out of the hard shells of rural 
self-snfficiency into the vortex of world Economics, and 
the series of inroads upon the classical school launched by 
the Socialists, and the Historical School specially have 
effectively destroyed the old conception of universality 
of classical dogmas, so that Economics to-day is little more 
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than an ^'apparatus of the mind, a technique of thinking 
which helps its possessor to draw correct coiiclnsions.’* 
Thus, from both sides the gulf between Indian and western 
Kconomics has been much narrowed. Moreover, as 
Prof. Brij Nurain has said, “If Kconomics is a study of 
mankind in the ordinary business of life, a study of the 
facts of Indian Kconomic life cannot be expected to reveal 
the existence of entirely new laws governing the produc- 
tion, exchange, distribution, or consumption of wealth. 
No such laws have been discovered. I'here is thus no 
science of “Indian Eeonomi<‘.s“ as apart from the science 
of “General L'conoinics.** 

Never the less, the peculiarity and practical iinportanee 
of some of India’s urgent economic problems does 
necessitate an exclusive study of Indian problems in their 
historical and environmental perspective, though in that 
study our knowledge of western economic doctrines will 
help us a great deal. 

Such being the nature of Indian Economics, our stu<ly 
will necessarily embrace facts like Indian natural and 
social environment and problems like these of Indian 
agriculture, of co operative movement, of land-tenures 
and of Indian industries both old and new. Wc shall 
also study the trend of India’s foreign trade, the problems 
of Indian Money, Banking and Exchange, the problem 
of middle class unemployment, the problem of Indian 
population, and other allied problems. It is to a detailed 
study, of these problems that we address ourselves in 
subsequent chapters. Before, however, we deal with any 
of these problems we shall briefly point out the ini' 
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portance and some of the main obstacles to the B;8temati& 
study of Indian Economics. 

Importance of the study of Indian Economics. 

The importance of the study of Indian Economics can 
hardly be OTer-emphasised in these days of acute mass 
poverty and middle class unemployment. As we shall 
see presently. Nature has not been ni^Kardly in her gifts 
to India. Yet. inspite of her rich natural resources, the 
Indian masses have been steeped in direst poverty for 
centuries. To a large extent, of course, Indian poverty 
has been due to administrative exploitation brought about 
by India’s political subjection to foreign conquerors. 
Never the less, a substantial portion of the responsibility 
must be borne by the Indians themselves. 

Historically, India has for some centuries past, lacked 
the necessary knowledge and the necessary outlook by 
which slie could turn all her resources to the best account 
possible. A scientific stndy of Indian Economics is 
expected to hll up this gap. By presenting the bare facts 
of our economic life, both in their actuality ami their 
potentiality, and by making tentative suggestions for the 
betterment of out economic life, our stndy, it is hoped, 
will at once help to create the necessary outlook, and the 
will to conquer the outstanding difiicnlties that lie in the 
way to our economic salvation. 

Further, a balanced study of Indian Economic facta 
and problems will help the reader to steer clear of both 
the extremes into which the uninitiated is likely to fall, 
of the Scylla of Imperialistic interpretation, and the 
Gharybdis of ’ism’- ridden ideology whether ‘Red’ of 
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‘Brown* or ‘Black*. Onr atady, in order to be fraitfnl. 
must interpret onr present in the light of onr physical, 
historical, social, and political facts, and the solution that 
it will offer mnst be shown to l>e integrally and logically 
related to these facts. In other words, India’s Kconomic 
fntnre mnst follow the main trends of her social and 
enTironmental heritagel That does not mean the perpetna* 
tion of the Status Quo, the Stahm Quo of sqnalor and 
poverty, of unemployment and preniatnre deaths, and of 
fatalism and pathetic contentment. Even revointion may 
be a mode of evolution, though it should be invoked at 
the last, and not at the first instance, having regards to 
its great dangers of abnse and horrors in execution. Onr 
conclusion, however, is that Indian Kconomic salvation 
can be achieved by determined, peaceful methods, by 
Planned thinking and by IMaimpd execution, provided 
there is a sincere co-ordinatiun of efforts on the part of all 
the vested interests in India. 

Main obstacles to the study of Indian Economics. 

A scientific study of Indian Economics has been 
impeded so long by the following facts. . 

(1) In the first place, the British Government, until 
recently, held fast to the doctrine of universal validity of 
the classical theory of laeisser fairs. They believed that 
because India was primarily an agricultural country, she 
should always continue to be an agricultural one. More- 
over, they believed that because free trade was good for 
England, it mnst also be good for India always. Of 
course, it must be admitted that the policy of the Govern- 
ment was not always inspired by honest faith in economic 
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dogmas. The real motive force was the old idea of 
colonial exploitation to which the classical doctrine 
seemed to give ecientiiic sanction. It was not till Ranade 
pointed oat the inapplicability of orthodox economic 
doctrines to India, that the atmosphere was clear for a 
study of Indian economic problems in their proper 
perspective. 

(2) Secondli/, the absence of proper economic data on 
which to base sound economic policies has been another 
serious handicap. So far, the only statistics that are avail- 
able are supplied by the various Government Departments. 
But these .statistics are hardly reliable for their accuracy, 
having regard to the rough and empirical methods 
employed in collecting them. Farther, most of the expert 
Committees and Commissions which have so far been 
set up to investigate into different economic problems of 
India, have usually been biassed towards the ofbcial view 
on these matters, and as such we suffer from the lack of 
really impartial expert views on some of .the complicated 
aspects of our economic life 

(3) Thirdly, the various Indian Universities, until 
recently, neglected the study of Indian Kconomics. 
Economics became a branch of higher studies only some 
years ago, though its popularity to-day is ever on the 
increase. 

(4) Fourthly, a scientific study of Indian Economics 
has also been hampered by the patriotic bias on the part 
of most Indian scholars. While the Government wanted 
to throw the whole responsibility for Indian poverty on 
the shoulders of the Indians themselves, Indian scholars 
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and politicians went to the other extreme, and began to 
depict the Government as the solo villain of the piece 
Indian poverty, for instance, came to be explained solely 
in terms of administrative exploitation which was 
conveyed to the masses by the notorlons “drain theory." 
Whatever the Government did, became suspect in the 
public eye, and the best interests of India have some- 
times been sacrificed purely on account of racial and 
political distrust. 

(5) Lastly, the dissociation of the people from the 
administration of the cnnntry has also been a great 
handicap to a realistic study of the facts and problems of 
Indian economic life. 



CHAPTER II. 


Natural environment and economic life. 

“The mode of life of a people in any region is not an 
accident hut the resnlt of environment/* As Holtz has 
ob.'«erved in his Teaching of Geography^ “Modern 
geography studies the features of the earth, so that the 
people may be understood, and the future possibilities of 
the utilisation of the environment for the increased well- 
being of man may be discovered. A national costume, a 
national occupation, racial structure and even a racial 
spiritual trait, may be traced directly or indirectly to the 
influence of climate.” It is environment that determines 
whether a country can be economically prosperous or 
backward, whether it is to be primarily agricultural or 
industrial, whether it can be economically self-sufficient 
or dependent upon foreign trade. 

Physical environment broadly includes the situation^ 
climate, coaei line, topography, geological structure, flora 
and fauna, the river and mountain system of a country. 

(1) The Influence of Situation. 

"Situation favours a ready interchange of ideas, the 
growth of eointnereial ndations and the enrichment of 
languages." Ancient civilizations were generally river 
civilizations. Thus, the Rig-vedic culture was essentially 
a product of the Ganges and the Indus, just as Sumerian, 
Babylonian, and Assyrian civilizations were fel by the 
waters of the Tigris-Eupbratis system. The Egyptian 
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civilization was reared np on the Nile basin. Later on, 
the Mediterranean sea became the cradle of European 
civilization, and the distinctive cultures of Greece, Carthage 
and Rome sprang np in the diderent corners of the Medi- 
terranean world. With the birth of the modern age 
trade and commerce entered on the 'Oceanic' stage and 
Commercial pre-eminence rapidly passed away from old 
Mediterranean cities to the new oeeanio centres. This 
explains the rise to greatness of new states like England 
and Holland which were best situated so far as oceanic* 
commerce is concerned. Similarly, India, at the centre 
of the Eastern Hemisphere with her three sides open 
for sea navigation, is admirably situated for commercial 
expansion. 

(2) Influence of the coast line. 

The nature of the coast line is another determining 
factor. To be of commercial importance, the coast line 
should be broken and irregular, so that the sea may reach 
far into the interior regions The coast-lino of Great 
Britain and Holland is very good from this stand point. 
India like Africa, is very unfortunate in this respect, 
as the western coast is mostly unhrolcen and as such 
open to the violence of the monsoon, while the Eastern 
Coast is surf hound. India thus possesses f)nly a few 
major ports like Karachi, Calcutta, Bombay and Madras. 

(3) Influence of rivers. 

The river system of a countrt/ is the third determining 
factor. In the first place rivers act as natural transporting 
agents and for that purpose, they mnst possess the follow- 
ing qualities. 
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(1) They must not be ice-bonnd. There can hardly 
be any continnons traffic in the case of ice-bonnd rivers 
like those of Canada and Knssia. 

(2) The rivers mnst be deep enough to enable ships 
and steamers to ply through them. 

(3) There should not' be rapids and falls as their 
existence would also serve to prevent navigation. 

(4) The rivers . must be perennial and mnst not dry 
up during summer months. 

The Rhine and the Banube in Rurope, the Nile in 
Egypt are some of the world famous rivers which have 
played a very important role in the economic life of the 
countries through which they pass. In India, the Indus, 
the Ganges and a part of the Brahmaputra also possess 
the characteristics noted above. 

Besides acting as transporting agents , rivers also serve 
to fertilise the valleys through which they pass. Egypt 
would have been a desert, had there been no Nile. Simi- 
larly, Sind would have been a desert without the presence 
of the Indus. “The three great rivers of Hindusthan supply, 
soil manure, moisture and high ways of carriage for all 
the wealth of the plain.” 

(4) The influence of mountains. 

The mountain system of a country also affects its 
economic life in a variety of ways. “High massive moun- 
tains present the most marked barrier which mao meets 
on the land surface of the earth. They stand as impedi- 
ments to the intercourse of people, to the spread of 
population and to the building of roads and rail roads." 
Mountains also enhance the rigour of climate, specially 
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in the temperate and cold regions, though in a tropical 
conntry, this influence on the temperature is highly 
bracing and welcome. 

Firstly, mountoina create a panclty of good cultirable 
land specially in a small country like Greece or Spain. 
On the other hand, mountains confer many - advantages. 
They canse rainfall in many countries by capturing mois> 
ture-bearing winds as in the case of the Western Ghats 
and the Himalayan ranges of India. They also influence 
the climate by keeping off winds. For example, the Hima- 
layas protect India from the severe cold winds of the 
-North in the winter-season. 

Secondly, mountains are the sources of rivers which 
are of great economic utility to the country e.g. the 
Ganges, the Brahmaputra and the Indus are the products 
of the Himalayas. 

Thirdly, mountains offer beautiful pastoral grounds so 
that grazing and stock-raising offer profitable occupations 
to the inhabitants of mountainous region as in the case 
of Switzerland, Tibet and Kasbmere. 

Fourthly, the lower slopes of the mountains are 
generally full of forests which supply raw materials for 
many industries in addition to pure lumbering occupation. 
The posibilities, for instance, of the 'vast Terai forest of 
India are immense, though so far they have been hardly 
explored. 

Fifthly, mountains conserve great mineral wealth 
which adds greatly to the economic well-being of a conntry. 
For example, most of the valuable minerals of Burmah 
are found in her mountainous regions. 
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Lastly, MoantainB give rise to mighty water-falls 
which are responsible for the generation of hydro-elec- 
tricity. Norway, Sweden, Austria. Spain, Switzerland 
and Italy are cases in point. 

fS) The influence of Configuration. 

The configuration of the earth is another important 
determining factor. Where the configuration is smooth 
and plain, economic devcdopment is very easy. The Indo- 
Gangetic plain, lor instance, is one ( £ the most densely 
populated regions of the world. The economic activities 
of men are the greatest on the plains on account of trans- 
port facilities and other advantages. In short, the im- 
portance of plains can easily he realised if we just 
remember that though plains form less than 2/5th of 
the surface of the earth they are the home of more than 
4< oth of the people of the world. 

f6) The influence of the natural resources. 

Minerals, forest and fisheries are the chief natural 
resources which greatly affect the economic destiny of 
a country. The indudrial prosperity of Great Britain in 
the 18th and 19 th centuries was rendered possible by 
abundant mineral r( sources of coal and iron. Similarly, 
south Africa, as she is to-day, practically owes her 
existence to her Gold and Dirmond mines. In the same 
way, the Gondowana coal fields and rich mineral 
deposits of the Singhbhum district of North Eastern India 
account for the industrial development of that region and 
hold out great possibilities in the future. 

The forest regions of a country give rise to many 
industries, Lumbering, boat-making, paper and match 
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-manufactures, — are some of the indnstries which owe 
their existence to the rich forest resoaroes of Norway 
and Sweden, The forest animals of Canada have given 
risen tj her famous fur trade. Forests also inflhenoe 
the rainfall and the climate of the surrounding regions. 
India’s vast Forest wealth thus is capable of very pro* 
fitable economic exploitation. 

The world’s best fishing grounds are atforded by 
continental shelves. Such advantages are enjoyed by 
Great Britain, Norway, Nova Scotia, New Zealand . and 
Japan. The fishing industry, apart from giving direct 
employment to a large number of the people, is also a 
great training ground for shipping. The naval supremacy 
of Great Britain was largely due to the familiarity with 
the sea acquired by British marines in the course of their 
fishing adventures. According to many experts, the 
Sunderban fishery of Bengal constitutes one of the best 
fishing grounds of the world. 

f7) Influence of Climate, 

Climate is another great determining factor. Climatic 
differences divide the world into so many natural regions 
whose characteristics as regards vegetation, animal life 
and main conditions of existence widely differ from one 
another. There are certain climates like the cold deserts 
of the Polar Zones and the hot deserts of the tropics where 
human life is hardly possible. The temperate climate 
has been generally recognised to bo best adapted for eco- 
nomic progress. The Cotton Mill Industry, for instance, 
can flourish best in a moist and humid climate like that 
of Lancashire. Similarly, cinematography requires a 
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bright and sanny weather like that of California which 
accordingly* has become the home of the famous American 
Film industry. Climate also affects the nature of trans- 
port *possible in a paticnlar region. For instance, river- 
transport is impossible in the cold regions, while air- 
transport is rendered unsafe and dangerous in foggy 
weather. Climate also affects the mind and the physique 
of the inhabitants. Tropical climate, for instance, general- 
ly tends to make the people sluggish and philosophical. 

Lastly, the nature of the soil affects the agricultural 
prosperity of a country. The great wheat-lands of the 
world occur in the temperate Zone with an annual pre- 
cipitation not exceeding 30". The alluvial soil of the 
Indo-6angetic plains is also one of the most fertile regions 
of the world. With the above general observations on 
the influence of natural environment on man, we pass 
on to a more detailed study of the Economic Geography 
of India. 



CHAPTER III 


Economic Geography. 

India has an area of abont If million square miles 
and measures 2000 miles from North to South and 
2.500 miles from East to West. India is thus a sub con- 
tinent equal in area to the whole of Europe without 
Russia. 

India's Situation. 

India’s place in the globe is very favourable for pur- 
poses of international commerce. ‘‘Standing almost at 
the centre of eastern hemisphere, and at the head of the 
Indian Ocean, she commands all the sea-routes for trade 
between the old and new world — towards Africa and 
Europe in the West. Australia in the South. — Siam, China 
Japan, and America in the East”. The presence of the 
Himalayas, of course, acts as a great handicap for over- 
land trade with Northern Asia, but even here India, 
from a very early period in her history, has been carrying 
on a large volume of trade -through the north-western 
and north-eastern' passes. 

AhMuce of good harbouri. 

India has a vast coast line abont 3000 miles long, hut 
it is largely devoid of indentations with the resplt that 
India has got only a few first class ports. The southern 
side has few harbours 1 1 accomodate large vessels. Violent 
monsoon winds render the western coast- except Bombay 
and Karachi unsafe for shipping from^May to August- 

2 
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The Elastern coast is surf-bound and as such requires cons- 
tant dredging. Calcutta is 80 miles removed from the 
Ocean route, and also suffers from sand bars in the 
Hooghly. The principal ports of India are Calcutta, 
Bombay, Karachi, Madras. Vizigapatam and Chittagang, 
though there are also some other minor ports. 

India’s trade routes. 

The internal trade routes of India mainly correspond 
to the different railway systems into which the country 
has been divided, though water ways and roads also serve, 
though to a lesser extent, to carry some portion of the 
merchandise. As regards external trade, the main routes 
emanate from the principal ports to the different parts of 
the world. Rut the sea-routes, though by far the most 
importanti are not the only routes for Indians foreign 
trade. Considerable trade still goes on with Tibet, 
Afghanistan, and Nepal through mountain passes. The 
development of the Trans Caspian Bailway, the Trans- 
Persian line, and the Baghdad Railway holds out immense 
possibilities of a great increase of India's foreign trade 
through land-routes in the future. At present, however, 
strategic considerations are preventing the British govern- 
ment from extending the North Western Railway to 
the borders of Afghanistan which is essential for that 
purpose. 

Geographically, India can be divided into three natural 
regions. 

<1) The mountainous regions of the North. 

(2) The lado-Gangetic plain. 

(3) The Deccan plateau. 
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(1) The mounteiaottt region of the North. 

The Pamir Knot in central Asia is the starting point 
for a long chain of mounthins extending both in the 
east, and the west in many branches. The Himalayan 
and the Snleiman ranges broadly cover the Northern 
portion of India. The Himalayas which contain some 
of the highest mountain peaks of the world not only act 
as a natural protective wall for India, but also by 
intercepting the rain-bearing clouds of the South-western 
monsoon provide rain-water for the plains, and also give 
birth to mighty rivers, coming out of frozen snow, which 
have created the vast Indo-Gangetic system. The 
Himalayan region up to a certain height is very rich in 
animal and forest resources, and is also suitable for certain 
plantations, such as tea. It is thus a great source of 
potential wealth, though it has been only slightly exploited 
so far. The Himalayas also obstruct the piercing cold 
wind of Central Asia from coming into India. Finally, 
the scenery of the Himalayas as well as the lure of their 
mighty peaks attract tourists and climbers from every 
corner of the globe every year, which is a source of 
income to India. 

<2) The Indo-Gengetic •ystem. 

The Indo Gangetic system comprises the basins of the 
three mighty Himalayan rivers, the Indus/ the Ganges, 
and the Brahmaputra. On account of its fairourable 
climate, fertile soil and flat relief rendenng possible the 
easy construction of roads and railways, navigable rivers, 
and various natural resources, etc., the Indo-Gangetic 
plain has been the cradle of Indo-Aryan civilisation from 
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the earliest period. It is the natural granary of India. 
Sir William Hnnter has observed that the Ganges may 
yet rank as one of the greatest water ways of the world. 
Rice, wheat, sngar cane, tobacco, maize, oilseeds, spices, 
and tea are the principal food«crops, while jnte is the- 
^ principal fibre grown in this region. 

(3) The Deccan Plateau. 

The Deccan plate,aa consists of the whole of Peninsular 
India. Geologically it is mnch older than Northern 
India. It is bounded on the north by the Yindbya and 
the Satpnra ranges, on the East by the Eastern Ghat, and 
on the west by the Western Ghat. It is washed by certain 
big rivers snch as the Mahanadi. Kistna, Can very and 
Vaigi, Tapti and Narmada. The Peninsular rivers, unlike 
the Himalayan rivers, have good water during the 
monsoons, but shrivel up in the dry season. There are 
two flat coast strips on both sides of the Ghats known as 
the Kankan and the Malabar in the west, and as Coro- 
mandal coast in the East. As regards vegetation, rich 
forests, cinchona trees and cocoa nut palm abound. Cotton, 
rice, millets, oilseeds, sugar cane, tobacco, tea, cod’ee, 
and spices, — those are the principal agricultural products 
of this region. The cinchona trees grow on the mountains, 
while Gocoanuts grow 'on the plains. The plateau is also 
rich in mineral resources such as iron, manganese, gold» 
mica and lime. 

Different types of soils in India. 

“India, in ancient geological ages, was very different 
from what we find her now. Geologists say that in the 
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earliest period she was represented by the Southern Penin- 
sula and was connected with Africa by land ; while over 
the area where now exists the regions of the Punjab and 
Hajputana, the tides of a vile and shallow sea ebbed and 
ilowed. Then followed a series of volcanic cataclysms 
and violent earthquakes which entirely changed her na- 
tural features. Finally, through geological processes she 
acquired her present shape. The following are the six 
successive formations : (1) Achaean, (2) Vindhyan, (3) 
Gondwana, (4) Besultio, (5) Tertiary and Cretaceous . and 
((!) Alluvial. The various kinds of soils and minerals of 
India owe their origin and existence to them.’’ ( P. N. 
Banerjea — Indian Economics ). 

The soils of India may broadly be divided into four 
groups : (al the alluvial soils, (b) the black cotton or regur 
soils, (c) the “red” soils of the crystalline tract and (d) the 
laterite soils. Of these, the first two are the most impor- 
tant and valuable. 

The alluvial aoils. 

They are the dominant kind of soil in the Indo- 
Gangetic plains, and also prevail in the Eastern and West- 
ern coastal strips of the Deccan Peninsula. These soils 
are chemically rich as there are phosphoric acid, lime, 
potash and manganese among their ingredients, although 
they are deficient in nitrates. The alluvial soils, provided 
they are properly irrigated, can grow a large variety of 
Kharif and RaH crops. 

The Black Cotton Mil of the Deccan. 

It is called black becadse of its colour anil it is 
remarkably fitted for the growth of cotton, though jowar,^ 
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bazra, palaes, millets are also grown on this soil. These 
soils occur in the Deccan proper, as also in the river 
valleys of Bombay and Madras. 

The rest of India is covered with either crystalline soils 
or laterite soil. These soils are lacking in good chemical 
properties though they are capable of growing some crops 
under a good system of irrigation. One common charac* 
teristic of all these soils is their comparative dryness 
which makes the artificial supply of water an absolute 
necessity in Indian agriculture. 

The Climate of India. 

The whole of Peninsular India lies within the tropic, 
while the Indo-Gangetic plain lies north of the tropic of 
Cancer. Peninsular India has got on the whole a higher 
mean temperature throughout the year, though on the 
sea-coast temperature is somewhat lower. The Indo- 
Gangetic plain on the other hand suffers from extremes 
of temperature both in summer and winter. The one com- 
mon characteristic, however, of the whole of India except 
in the hills, during the summer season, is its excessive 
heat. 


Inter.Provmeial climatic differences. 

The most striking characteristic of Indian climate is 
its great diversity. Though Sind and Bengal are practi- 
cally on the same latitude and lie on the two extremities 
of the Indo-Gangetic plain, their climates are vastly 
different largely on account of the heavy rainfall in 
Bengal (in same portions over 80 inches) and the virtual 
absence of rainfall in Sind (less than 3 inches). 
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These acute climatic differences have not failed to 
produce a great diversity in the language, habits, dress, 
manners, occupations, and even outlook and physical 
colour of the Indian people. Further, aa Dr. Vera Anstey 
has observed. ‘One to the diversity of the Indian climate, 
India possesses a great variety of animal, vegetable and 
mineral products, ranging from the heavily-coated Kashmir 
hill-sheep to the camel of Sind and the elephant and 
tiger of Bengal ; from the wheat, fruit and fir trees of 
the north to the rice and cocoannts of the hot, low-lying 
swamps and coastal regions ; and from the coal and iron 
fields of Bengal, Biiiar and Orissa, to the gold of Mysore, 
and the salt ranges of the Punjab.’ 

Influence of climate on economic progress. 

European scholars have frequently asserted that the 
tropical climate, while it favours the early rise of civilisa- 
tion, retards its later development. The reasons advanced 
in favour of this contention are that, because man can 
secure his livelihood with comparatively little effort, he 
tends to become lazy and as such be becomes lacking in 
self-confidence and the dash and audacity that are neces- 
sary for making a great nation. In the temperate climate, 
on the other hand, as man can live only by perpetual 
struggle with natural forces, his powers tend to become 
developed to the highest pitch. In this way the supremacy 
of the Western races over the oriental is sought to be 
traced to immutable climatic causes. 

The above arguments, however, do not seem to be’very 
sound and the note of dissent does not come exclusively 
from the East. For instance. Prof. Carr-Saunders has- 
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observed that civilisation progresses directly with, and 
not inversely to, the boantifnlness ot' Nature. In any 
case the history of India does not giv,e any countenance 
to the above view. The tropical climate of India did 
not prevent her from attaining a very high level of ex* 
cellence whether on the spiritual or on the material 
plane in ancient days, and even now, after centuries of 
political servitude, India does produce gigantic personal!* 
ties whose peers can hardly be produced, by the much 
vaunted temperate climate of the west. In our opinion, 
the much criticised lethargy and sluggishness of the 
Indian people is to be explained not in terms of Natural 
Laws blit in terms of the grinding poverty and political 
tyranny to which they have been subjected through 
centuries of systematic administrative exploitation. 


THE MONSOON. 

The South*weBt and the North-east Monsoons. 

We have already stated that India is a prominent 
part of the monsoon region of Asia. The term ‘monsoon 
comes from the Arabic wor<l ‘mausim’ meaning a kind 
of wind (i. e. rain-bearing wind). The monsoon is really 
a large-scale form of the sea-breeze. In the summer 
season of the Northern hemisphere, on account of eva- 
poration due to extreme heat, a low*pressnre centre is 
created in central Asia. The heavy winds from the Indian 
Ocean thus approach towards the low-pressure regions in 
a gigantic counter-clook'wise motion carrying moistnre 
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from the rea. That aooonnta f6r the South-west Monsoon. 
Similarly in the winter season of the Northern Hemis- 
phere, which isthesnmmer season of the Sonthern Hemis- 
phere, a low-pressnre centre created in North Eastern 
Anstralia towards which winds flow from North-Eastern 
Asia carrying moisture from th<4 Himalayas, tiie China sea 
and the Indian Ocean. This accounts for the North Eastern 
Monsoon, 'i'hese two monsoons might be regarded as, 
corresponding to. the Purva-Megha and the Uttara-Megha 
of Kalidas’a Meghdutam. 

The Sonth-westeru monsoon corner in two branches ; 
The Arahian current and tho Say of Bengal current. 
The Arabian current, being nnablo to cross the western 
Obats. deposits more than 80" rain*fall on the Malabar 
and Kankan coasts. The centra of IVninsular India thus 
lies in the " Uainshadow" of the western Ghats. The 
Arabian current also supplies some rain-water to the 
Panjab and the central Provinces. The Bay Current, on 
the other hand, supplies over 80" rain-fall to Burma, 
Assam, a large part of Bengal and the elopes of the 
Himalayas which enjoy Relief Rains. It is also respon- 
sible for the rain-fall in the rest of India except those 
regions served by the .Arabian current. The North-eastern 
Monsoon is comparatively insignificant so far a.s India 
is concerned, and gives only some rain to the South 
eastern coast of India. 

For purposes of rain-fall, India cm be divided under 
three heads : (1) Regions of certain and abundant rain- 
fall. e.g. Bengal, Burma, Assatn and the western coast 
strips. . (2) Regions of uncertain rain foil. e.g. Bombay, 
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Deccan. Ajmere. (.*)) Regions of scanty rain fall, e. g,. 
Sind, parts of Rajputana and the Pnnjab, 

The economic effects of the Monsoon. 

The importance of the monsoon in the economic life 
of India can hardly be over-exaggerated in a country in 
which 90 ^^ of the people depend directly or indirectly 
on agricnltnre, and in which artificial irrigation and 
drainage schemes are still very inadeqnate. If there is 
a failnre or excess of the monsoon, or if monsoon fails 
to appear or to disappear at the proper time, there is a 
disaster awaiting the ryot. If agricnltnre fails, necessarily 
manufac.nrers also are hard put to it for lack of raw 
materials, and also for lack of a good home market. The 
professional classes and the indnstiial labonrers also snffer 
on account of reduced demand for their services due to 
g(‘neral loss of purchasing power. The Railways also 
snGTer on account of reduced trafBc both of passengers 
and goods. The Government also suffers as its income 
from CustomSi Income-tax, Land-Revenue, Stamps, and 
Excise falls, while its expenditure increases on account 
of famine relief. The failnre of the monsoon also creates 
exchange difiBcnlties as India’s nsnal expart surplus ceases 
and difficulties arise in the payment of the home charges. 

Thus the Monsoon can best be described as the nervous 
system of India, so that if the nervous system gets para- 
lysed, everything goes awry. 

Its influence on social organisation. 

Further, the monsoon has also affected the density of 
population in different parts of India. Popnlation i» 
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densest in regions of abnndant rain>fall snoh as Bengal, 
and is most scanty in regions of scanty rain-fall like 
Belnchistan. It is also responsible for the prevalence of 
self-sufficing village communities in the Indo-Gangetic 
plain and the Tanjore Delta where adequate rain-fall 
made the people self-contained. In the Deccan, however, 
where people could not be self-sufficient on account of 
inadequate rain-fall extensive sea-trade existed in the 
palmy days of the Andhras and the Tamils. 

Effect on character and out-look. 

Besides affecting the social organization of the people, 
the monsoon has also affected the character and out-look 
of the people of India. An abundant rain-fall resulting 
in easy solution of the bread problem made the people 
ease-loving, conservative and disposed to religious specula- 
tion, while its uncertainty has made them fatalistic, as 
the fate of the people entirely depended upon the bounty 
of the rain gods. Further, the typical monsoon phenomena 
of India have also given rise to a peculiar kind of mystic 
poetry from the days of Kalidas through a succession of 
poets like Cbandidas, Bidyapati, and Tagore. It is ex- 
tremely doubtful whether any similar group of natural 
phenomena has so vitally affected the life of any other 
people in the world. 

Different seasons of India. 

India is perhaps the only country of the world which 
exhibits six markedly different seasons. Though this 
variety of seasons is responsible for a variety of crops 
and flowers which grow in different seasons, and also 
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satisfies the intense haman desire for changes in climate 
and atmosphere, it is not without its disadvantages. .Indian 
crops get a very brief period for their full growth, and 
as such both qualitatively and quantitatively, they are 
generally inferior to their western counter-parts. 
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ECONOMIC RESOURCES OF INDIA. 

Mineral resources. 

Until the eighties of the last century the general 
opinion was that India was rather poor in her mineral 
resonrces ; since then, however, with the discovery of 
new sources it has been recognised that mineral deposits 
in India are sufficient to maintain most of the key- 
industries. The war in particular gave a great impetus 
to the developmept of Indian mineral production. The 
following statistics compiled from the "statistical abstracts 
for British India" for 1931*32 would give ns indications 
of the quantity of India’s chief minerals. 


Name of the minerals. 

Quantity. 

Coal dons) 

' 217164.3.'» 

Petroleum (gallons) 

30501 «7.01 

Iron ore (tons) 

16248^3 

Silver (oz) 

; 5923005 

Salt (tons) ' 

1 18394(>0 

Lead (tons) 

i 7478.5 

Manganese ore (tons) 

; 537844 

Tin ,ore (cwts) 

i 85104 

Diamond (carats) 

j 639 

Gold (oz) 

, 330488 

Copper ore (tons) • 

! 167073 


The total value of the minerals, in 1934 was Rs. 23*54 
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crores. We now proceed to giver more details about 
some of the principal minerals of India. 

(1) Coal— The Indian coal industry practically came 
into existence daring the second half of the 19th century. 
]\Iost of the coal comes from the Gondowana coal fields 
located in Bengal, Behar and Orissa. The concentration 
of coal in one region has meant much hardship in the 
outlying parts of India which sometimes find it profitable 
to import coal from abroad. Secondly, Indian coal* with 
the exception of some first class Bengal coal, is generally 
poorer in quality. Though the Gondowana state supplies 
70^ of the total coal in India, another .‘10/' comes out of 
Hyderabad, G. P., Burma, A.8B!im, the Punjab, Belncbistan 
and Rajputana. (For further details about India’s coal 
Industry, see the chapter on Indian Industries.) 

(3) Iron — The chief iriin-areas are Singhbhum in 
Behar, Barakar in Bengal, certain districts of C. P., Mayur- 
bhanj in Orissa, Maha Balesswar and Malwa in Bombay 
and Mysore. The Singhbhum region has been described 
as India’s “Northern Ontario” by Dr. J. A. Dunn who 
is of opinion that it will perhaps prove to be the 
world’s largest deposit of iron-ore. India produces a 
large quantity of pig-iron which not only meets all local 
•requirements but also provides a large surplus for Export. 

(3) Manganese. — It is a very valuable mineral 
wbicb is used for the Bessemer process of manufacturing 
steel as also in heavy chemical, electrical and glass 
industries. In India, this industry caine into prominence 
largely in the present century. The principal areas of 
^angancse production are the Central Provinces 
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Madras, Bombay and Mysore. India holds a very 
important place as regards the prodnotion of manganese 
in the world market. 

(4) Petroleum. — With the separation of Burma from 
India. India loses her importance as a petroleum prodnc* 
ing country in as much as 9/10 th. of the total Indian 
ontpnt comes from the Irrawaddy valley in Burma. 
Assam, Beluchistan and the Punjab are the principal .areas 
where petroleum is produced. India produces some 
^07c. of her total requirements of kerosene oil, and imports 
the rest from Knssia, Georgia, Borneo, Persia, and the 
United States. 

(;>) Gold. — About 3% of the world’s Gold comes from 
India. Of this the Eolar Gold field contributes 98%. Some 
<inantity is also derived by washing the river gravels in 
the C. P., U. P. and the Punjab. The Gold mines in the 
Dharwar district of Bombay were closed down in 1911, 
while those in the Auantpnr district of Madras were 
closed in 1925. 

(C) Silver, Lead and Zinc.— As regards all these 
minerals, India loses much by the separatjon of Burma in* 
as much as the largest deposits come from Bawdwin in 
Burma. In the gold>fields of Eolar and Anantpur some 
-<inantities of silver are available. India, however, including 
Burma, has to import silver on account of very large 
domestic consumption of the white metal. 

(7) Salt. — India is a great producer of salt— the 
sources being (1) Rooksalt from the salt-range and Eobat- 
mines in the Punjab, (2) Brine salt from the Sambbor- 
lake in Rajputana and the Rann of Cutoh, (3) Evaporation 
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of. sea- water in the coastal regions of Bombay and Madras. 
Sea-water accounts for 60°/^ of the total Indian salt. India, 
however, is not self-snfflcient as regards salt and has to 
import some salt from abroad. Bengal is the principal 
consumer of foreign salt. 

(K) Mica— It is principally used in the electrical 
industries, though during the war it was largely demanded 
in connection with wireless telegraphy and motor transport. 
India produces more than sth of the world’s total supply. 
The principal mica-producing areas are the districts of 
Hajaribagh, Monghyar and Gaya in Behar and the Nellore- 
districts of Madras. Ajmeor, Udaipur. Mysore and Orissa 
have also got small mica mines. India exports mica 
principally to the U. K., the U. S. A. and Germany, 

(9) Copper and Tin. — Here also India has been hard 
hit by the separation of Burma. Some Copper, however 
has been found in Nellore and Mysore. Large deposits 
also exist in Chota Nagpur, though they have not been 
commercially exploited. 

(10) Salt-petre.— It has a good demand for purposes 
'of manure and glass manufacture. The principal areas are 
Behar, U. P. and the Punjab. India once possessed a of 
virtusil monopoly of this metal. But the development of 
Ghillean nitrates and of French potash salts, together with 
the policy of levying heavy export duties, has served to 
take away both the Foreign and home markets from India. 

(11) Building Stones.— Sand stones are. the most im- 
portant form of building stones available in India, and they 
are foond in the. Vindhsra . rocke. Various igpeous rocks, 
slates, lime stones, Bhsalt rock laterite and Borbunder 
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9to&e tntits othwr wictiM of biii]4b>t iUni€»AVillAUew 
India also liaa a pcomMoe fotara, at tagarda agment’' 
oudcioB iDdnbtfiaa aa iba baa K<rt tba neoeaaaap lima 
atone and clay, in large qnantitiea at Ra]{mtatta« Eatni, 
Porbnnder, Lnoknow and dawnpor. 

2, THE PRlNaPAL’ACSRICULTURAL 
CROPS IN INDIA. 

Relative importance and tlie^ location. 

The chief crops may be classified nnder two heads. 

(1) Food crops (2) N<m-food crops : The latter 
again may bo snbdivided under three heads. 

(1) Fibre, (2) Oil seeds, (3) Drugs amd Tobacco. 
Food crops occupy of the total sown area while 

non-food crops account for 18'2%. 

1. Food Crops. 

(i) Rice — Ttice is the leading crop of India and 
accounts for 30% of the total cultivated area. It is grown 
specially in the moist regions. Bengal, Bebar and Orissa, 
Madras, the U. P , C. P., Assam and Bombay are the main 
nce-growing regions. ». 

With the separation of Burma, however. India loses 
her importance as a rice-exporting country as Burma 
used to export 87^ of the total Indian exports In reaapt 
years India has imported some xieefrom Stem. Frageh 
Indo-China and Japan. India’s yield per aere Is^eom- 
paratively low, as Japan prodnoes two dmea and'a half as 
ihutdn while Spain produces thrice as mudh pw acre. 

(lO Wheaf is second to Bee aa r^ds 

asawp) and aoooants for 10% of the todd cultivated area. 

^ 3 
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Itia tlw principal food of tho pec^lOiio tli* n.,P.;tlie 
Panjaband tboN. W, Frontier proeinMSi India oom* 
piea the eeventh petition among the principal vrheaU 
growing oonntriea of the world. Before the war IndUti need 
to export wheat hot since the war India has steadily lost 
her position in the export market Recently, on account 
of keen competition India had tO'Impose proteetite dntles 
to keep off cheap fortign imports. The development of 
irrigation especially In the Punjab and Sind has given a 
great fillip to the production of wheat, while the quality 
of the grain has been much improved by the introduc- 
tion of Puss 12 variety. The use of the grain elevator 
system will do much to help India’s wheat trade. Though 
wheat next to rice is the most important staple crop, 
India grows less than one acre for every ten persons 
compared wUh 2 to 2i[ for each member of the population 
in Canada and Australia, one acre for every three persons 
in France and Italy, and one acre for every four persons 
in the U. K. 

In a recent comprehensive survey, the Agricultural 
Marketing Adviser to the (Government of India has made 
the following important observations : 

(a) Owing to defective sttnrage large losses are in- 
cuned each year by dampness and weevil, as well as rats 
nnd white ants. The total loss is, on the most conserva- 
tive estimate, above ^,(100 tons a year valued at Rs. 2*4 
crpres. This, loss could be minimixed, if not entirely 
efttmim^, by Bi[Stem^c storage in ferio ^pnesetp khoffis, 
as instituted by trade asBotitihmi at 

(b) 1%e nnmbw cf people who., cmwidtied themselyes 
w^ed to take a tiiari ot the e^ttvatorls ediei^^^^. w^ 
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Invuglkt it to HM) naritet ^ni found to b« Mdoniihinf. 
Mofuovdr, there «as • tod lack of the ameniaai in tka 
marketa, vUdr are neoMMry to fadtttate budnewand 
mainttia the produce in k decent elean owiditton* Time 
ditodvantages are greatiy minindaed in regaiated aeailceti. 

(«) Standaidieattou of weight! and meatwrei. after the 
example of the Bombay Fresidenoy. and a oornmon eyetem 
of olaBsifieation and deaerlptlon^^theae two 

measure! will go much to help the wheat trade< 

(d) A uniform systmn of price quotation should be 
adopted in order to remove the lack of harmony between 
prices in different markets. 

(iii) Barley.— It is a winter-<uop of India and is grown 
chiefly in Behar and U. P. On account of large internal 
demand it is seldom avidiable for export. 

(if) Millet— Jotoar and Btfira are the two principal 
varieties of millet grown in India. MUlet is the staple 
food of the rural population in Madraif Bombay and some 
other districts of Southern India. It is grown chiefly in 
C, P. and TJ. P., though almost in ever^ province it If 
grown to some extent. Thwe is no considerable export 
of any of the millets. 

(v) Pulset.— They are also grown largely through, 
out India and are hugidy eoasumed in all thq Provinoes. 
€lrton is the leading pulaein India. Exporfo of pnlfes 
are also ueif flhdit on aeeount ci fange i otosai d dMsand. 

^ inmimesaMe ‘ulieM of In^a 
pefotoS, el^Btoi ginffMA cardtontoto ttfisl-iwts, efona* 
toqnittddievtoiM tiie most impoftant. fapper is «f two 
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wi«tiMtUM6ctii6wliit«.Zti»gro«rii in Ifilrtar, ^iw> 
eore tnd tlM Wcvtatn Otaits. 

Giiig«r~i 0 giown In Mtlalwr. Sunk, U. P. pod 
Unlike it $(m nob figne mwAi in wqiart 

G«l4nmMiHlf twodneed In Medm* Myserai Oomhv 
tad TnwBeata. Ii|| «Ki>orted U. E. Aiakie* Egypt, 
Perslft tad U. 6, A. 

CinnlOMMio— Is prodnoed in sonthern Indie. It is only 
slightly exported. 

CIoTOt~*~ere grown in the Western Ohets, the prodne* 
tlon being small Beeently, a speoialist has been appointed 
to investigate into the possibilities of this crop 

(vii) Fitdts nod ▼egetnblea.'~lndia prodnces a variety 
of fmits sneih as Hangoes, Apples, Oranges, Plums, Peaches 
and Pears andn large variety of vegetaldes such as Potatoes, 
Onions, Btdnjslf, Cabbages, Oanli-iower, Turnips and 
Tomatoes. , 

There is a great soope for the develoinnent of these 
orops, with better treusport fSeUittes. 

(viii) Stigta eaae<^i8 principally grown in Northern 
India, thongh in southern India very fine cane is grown 
in BtnaU gutatities. Until reeently India depended princi- 
pally itpon forsUgn imports for udiUe sugar, while the 
tndigenota^dtatttatook thestapeof pw. With the 
grant of prpthetita t» the Indian snga^ Mnstry. many 
new anger fnnbpeiMi" hnvd some iido tatsicmae, prodncing 
wMtrmgta tlikgerdatastathimdlta^ittM^^ 
in Isnprtalog gtatttir «l Xodita dhgtam, Mdi 
thrtaid^ltaeanc-hitanitaMta taA H* 

Imperial Oewril of Acdhe|lksal B e gctoa i t, ^tlmtaggpiiitp 


nssmwja* ^ 

Aot of Hm 

<N»viMimui]itg to Monto a aHiliiliimjli^s^lMOii ,fto 'tito oma* 
grower, at alto tb« Qantipm)ll^ fnitoSil 
<tt«aimftv«re«t.totolUogtti^^ 4llillba(>aiii 

auMttg the oaaa gtowen an Ukdr to atolartotollt^toMtofil 
upon the growen of flogtr-oaae (fot lortowr 4^>Uit Me 
the ohapter on Indian Indnif liaa). ' 

IL Noii>food orMMi* 

(1) Tea.— With the exception of CUna, India ie the 
largest prodncer of tea in the world. It was in 1834 
that the first Tes'plantations were made in India at the 
instance of the East Indht Oompany^ when the Obineee 
trade was brought to an odd. Since 1865 Oovemment 
connectiuns with the indnstry ceased and U came to be 
financed and managed by Enropeans. The largest Tea 
areas are in Assam and Bengal thonfdi some Tea is 
produced in HaAcae, the Punjab. U. P. and TiaTanoore. 
In 1934 India’s total otdpnt was 383 million poftods. 
The n. E. is the biggest market for Indton Tea and the 
preference granted by the Ottawa agreMaent as wtdl ie 
the tea-restriction si^eme did miwdi^ to stelae Bto 
position ol the Tea indnstry. The lands asailallie dMto 
the tea cess, whieb is 18 as. per hnndrad pound of tWgcnd- 
ed tea, is ntiUsod fmr oarrying on propagantll ig #i*OM 
•of tea in the H. d. Aland in India ape^iSp/,^ ^ 

0^ ooifae ’^gpealumst 

isdMglneMltola l&fW to toe IfiHt 0Md»iT< H to blEieved. 

Tito todnstiy toi eMpdaed 

WJlltoWiSi Oatoih Madrasi l^nmmMge. It 

Jla4||gsi4j«toiw dato it bM been 
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iimdi bsMl-hit bf Bowittia «ad Smfaii «oia|wliti«i in 

tba Eoropnn luwkpt In 1935 tha Iftdtkn aoSee e«M 
Ant was pwned iMnAding a fond railed by the eeii at 
the rate ot pse ««t for oarrying on pitwaganda and 
reaeareh. 

(3) Oil Mede.— India prodneea many kinds ol oil- 
seeds sneh as Uoseedi seiamnm, rape and mnsiard, 
groundnut, ooooannt, caitor, cotton-seeds etc. The total 
area under oHseedi in 1933 was nearly 18 million acres 

in British India. The export of oilseeds ooonpies the 5th 

% 

place among Indian export and in 1934 it was valued at 
Rs. 13 66 orores. Keen competition from Argentine as 
also import restrictions in Germany, France and Italy 
have edveriely affected the position of Indian oilseeds in 
the export market. In recent times groundnut has made 
the biggest progress. The development of the oil'crushing 
industry in India will do much to develop this branch of 
cultivation. 

(4) Fibres : 

(a) Cottoii,>~In 1938>-84 the total uea under cotton 
was S8'40 million acres. In 1925 the total value of cotton 
exports was Bs. 95 orores. Since then the American c(»n- 
petition as wen as JapaheSd retidlstion i^atly reduced 
the foreign demsfdd for Indian cotton. The Indo-Japanese 
hni4e Agr«emmft,)1lgw«v«r, has railed the vidne of cotton 
exports from Bs. |0 crores in 1938 to lB^84'5«rorei 
in 1984. 

as Bdoh is not dsmanied ter dm pleoi' • isaltk The 

1 
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l ai w Bri rf ie Inawa cottoi o(Mnai|tt 69 » botnytr. Ik tijing 
to adopt Indiai^oottoti to Bdtiidi lomsflMpEDdiia PMoewoti 
wbUe tbo Agrioalttnal X^Hiattmoot is ttjriiti to iipprovo 
the ^oality o! Xndiau cotton by meiiik of ovois*braedii)g. 
Certain tjipes lUce the PonjOb-American and Madras* 
Cambodia are adaptable for spinning yams of higher 
oonnt The Central cotton oommittee in India has been 
since 1921 carrying on a great deid of researches with 
the help of the yield of the cotton cess in order to improve 
the quality of Indian cotton, and thereby to make the 
British Empire selC'-snfElolent in the matter of cotton. 
Japan is the greatest single cnstomer of Indbn cotton 
export. Lancashire has been steadily increasing her 
consumption of Indian cotton since the conclusion of the 
Mody'Ljses Agreement 

(b) Jute.-— India enjoys the world’s monopoly in 
the matter of Jnte. Bengal is the greatest single piodnoer 
of Jnte, though Assam and Orissa grow seme jnte. The 
present depressitm hit very hard the jnte grower ^ongh 
the restriction scheme of 1935 has helped somewhat the 
recovery of the price of jnte. In 193f'35 the value of 
Indian jnte export was Rs. 10 87 crores. Cermany ahd 
U. E. are the greatest costomers of Indian Jnte. though 
other oonniries also import sipaller qnantities. Thongb 
Bengal enjoys phyidcal monopoly as regards Jnte ippply. 
she does not enjoy economic monopoly on neeonnt oi 
keen oompetstlon among jsde 0 xporten. Ifhe Bengal 
peasant could easily .be spade prosperoni^ M .(^y the 
utioimf jtsle warn yfopsrly organised*. ' 

(5) ladlfO^The Bsdigo tesdowaa ftrst taken up 
Isytha Bnteds Bait India Oompa;!^ 'fink it encountered 
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two difflcnlUof. tbe ]no)cUiitiiui o4 lapwU into 

EmdandMid Vane* which Isstod tin 1060« Seeondly* 
there wm eerere eompetition from the indigo pba t eti an ot 
the weit Indiei. The Khst Indie OomiMBijr derrioped 
indigo phuttoUtm in India with the help of Anerioan 
plantea. TJptli 1789 the trade wan the oonpen/i aono* 
poly, after which It wae opened out to the people. But the 
trade lay praotioally in Eoropean hands. The European 
planters either oaltivated their own estates with the help 
of hired labonrers, or pnrohased indigo from the poor 
peasants at an almost nomioal price. The enltiration of 
indigo rairidly expanded, at one time from Daooa to Delhi, 
and Bengal alone possessed nearly 400 indigo Factories 
most of which were located in Jessore, Krishnanagar and 
Tirhoot The indigo trade reached the pinnacle of pros* 
perity towards the Close of ^e eighteenth oentnry, when 
the price rose np to Be, 300 per md., and quantities 
exceeding 9000 tons came to be exported. The sadden 
irtosperity of the indigo trade in Bengal was dno to the 
destmetion of St. Domingo which formerly supplied a 
large part ^ the European market 

The indigo planten of Bengal, hiowever, perpetrated 
mndh oppifseeiQn on the torants, forcing the Government 
to interfere* Dae to this interference, the main centre of 
the industry now passed to Bihar, Upper India and 
tfadms. , 

In 1897, imitotstr^ ikei^eodnolkn'tfayntlMtio indigo 
in Germany at ^a T^i$stoy pnindi of hasi* 

ness jSmBaropea»lnd^|4ib|emat:^ 1983^ 
tlm total im«ndarB(i^8i^|l|rii«^^ 4jk00(h 

aoi«i only. BeigiD, BUm, OfigHt ^ U. P.. IbEva 




( 6 ) Opiuiii.-r-0iiiiuiai iofjaojy «! v^^^laeiMiyo 
plftntatien for India. Aa China la Uid 
opinm— the opiam oonTention of 1907 by whidb the 
OoTemment of India agreed to rednoe opium espocta by 
gradual step till in 1935 they ceaaed altofethar. 'haa .ha^d 
hit this indaetry. At preMnt ia 
government licenses and this to piaettoadl]^ .oanidt)»d to 
n. P. Opinm is now eacppited.ohli''lQit meltodlDitl poqioses 
and in 1934-35 only 325 c#to. nnttt.egpo^ed. 


(7) Tobacca-rlt is g6MsaTtfIs;AbeHmd;^ 
the Portngnese tvl^ frto tntfodtee^ tha tPteeoo tHtoi^. itttgi 
India. In 1 934f.35r^<«rw * wws wete * 

tobacco. Mad.rmainilC'i^tijiiil 
while Behar, Oria8a.‘Bbiabay« U''P»:iM!\Pw 
tribntorr, Indiah."‘,ii0i^^: 'hi' 

attempts are b^ag'nijt^;;by ' 
to produce tl^e strlely^*^- J^'^i9^3S 


valued at 
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mwux BdOHOMlOl 


the XJ, P. end Bombir- In 1983^ W9 million 
earn wane im4er tedder ‘empe« TheegHetOtomlieiieii- 
in«Dti here been eutfisag on leaeKrehee in them direottione 
erhtdi here rnmlted In the enltlrethm oC ISnvden elorer 
and b e ww e m . 

(9) Rvfalien.'^lt !• i^nclpelly grown in tfadnw. 
Ooorg, Mjnore, Trevanoore and Ooohin. In 1933 India 
produced 14 million ponnde of raw robber and the total 
acreage wai 1*7 labhe Rubber being an equatmiai product^ 
India prodnoes only 3% ot the world’e ootpot. Before 
the Intemattooal Robber Restriction Scheme of 1934, 
rabbet fared very badly on accoont of general over pro- 
duction. India imports large qoantities of robber- 
manofaotore. 

(10) Ciiich<nuu*-Clinch(ma is principally grown on 
government eetates in Parjeding and in the Nilgiri billa 
(Htere are also soma private plantations in Madras. The 
government has nndoly restricted the area under Cinchona 
pli&tatlon in as moch as In4b does not produce sufficient- 
ly for her domestio consumption, and has to import large 
qnantities of quinine every year. Extensive cultivation 
of Ciiiduma is abstdutely desiraUe in a country like India 
vrfaeia nalBrla is one of the ganatest scourges, and the 
people are too (poor to purchase quinine except at a very 
low price. 

‘ 1 FOREST. 

Pmssti tom # bmirtrimtQml re p es ga e for my eeandiy 
andinlndkspOSfiffiy^kiR'tsops!)^^ ^ eery presR as 
, l/5th«tthetdMaimaltimo(na^|il"iimir2ii^^ 
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l4ie4tDiaM»,Meor^i«t6elli^ tik* ioit 

end otber i««l fiatoel. Indten forMti 
under ^ feUoerinf beede t CU A.fi$ ttM.’ 

iUtJtwtaoe, Belndlilfduin end perti of Ibe PonJaib. !B«i» 
the Balml is the dominant ^pe. 

<2) J^verpf«m/orM(e---Mdat in the wnd: oout regUm, 
the Eastern Sab<Htmalayan tract and Burma* Bamboos* 
Palm* Fern and Sdbber are the main prodnets of them 
regions. Hwe the rainfall is rery hravy. 

(3) Littoral /orssf— prevails in the sea-coast, the 
eharacteiistio trees belonging to the mangrove family. 

(4) Deciduous forest oconrs in the Snb-Himalayan 
Tract, the Peninsular India and Bnrma* 8a1, teak and 
other trees of grem commartdal value are avaiUhble in 
these regions. 

(5) The tidal forests are generidly fonnd In a con- 
siderable part of the coastal r^ion of India, as also in 
the deltas of its rivers. Snndari and mangrove are tha 
principal trees. 


Ut&tyof foTMt. 

Forests have great utility both direct and ^gKref. 
Directly they ean be' described as the hand miidm o£ 
agricnltnre: limy provide Um Wltivatw iMlfh for 

his livestoek and wMh fuel Md tUrnber lor dht demeitle 
oonsamfpUMi. ChMlxr Hi forest Is imditilid nnder the 
Ittest Code dtimi on ed dsrtiin fees i 

Tha MehlMial OaH^n|sele«i^ the gioering 

of f«s«^ In IM 4M fhe sne^MMtMt of grasi-o^ 


U Boononiqi^ 

««vlM (4 ttjiAfo tM «W fet«iMVc«trtl<m of 
Jaueihu nmjt in 44hicli;,ilift1tsi«i^ mi|^ biBlp Hip «idU«iiitaK 

doDMrtio p>aatimm> 

^ «icift!ttg qrilltD 4tf tmitbut oo^apg 04lta^^ 
I)tt«fRN«iib«atftt»«B^ reiKntt to wood* 

fMl. Boro, too, a groid deal of eo-operation ia xMoetmr 
botwoeii ag^hwltotal, fnraata and Bailway anthoritiea. 
Thirdly, foreata give riae to several indnatrlea sooh aa 
ftaper oat of bamboo palp and dyeing indastries. 

At regards indirect ntility, forests render the climate 
mow sQuable, rednoe evaporation, control wind current, 
ragalate the taia-fall, fwavept floods, enhance the fertility 
of the soil, and improve the healtbinesa and beauty of the 

sarroonding plaoea. 

* 

•e 

CkaaiB^tttioii of Foresta, 

FovMta have been elaaalfled by the State under three 
boaBust; (1) JSaawW. (2k PretccUd, (8) Unelaseed 
crjMiAtjFettitt. Beaerved Forasta are under the stric- 
test eamtoal, of the Foreat Department the State. In the 
^oasa c^'pnyhialed forests, the oontiPl ia very lax. The 
owhasedtc^artf ere genendly plaoSd at the disposal of 
the publielmBii^owia use, anbjtct to eectala restrictions, 
the area dote tafSitielipfiUB abetU; 20% gf the total area 

, ttitM (1) 

Ibhb WMb’ih 

‘iwohnda imdh aa m etc 


v^itiiiii^ ilS9or wmim wusiRf^ w 

Tmifik BniafafM^ HMdlf. $ ttiMt mm «fi ilBMKt 

idpotfld Be intredooed t& cW wjindtanil ecdhMtWi 

Duvei* of defeMitelliMi. 

The deogers of reckless defowstetkn an alnadjr 
peering in the horizon. They seem to be most prononnosd 
in Bihnr and the United Provinoes. A recent Govern* 
ment Press Note declares that that the forests of Qbota 
Nagpnr have fallen to the axe of the aborigines and that 
food crops have supplanted trees. The same process has 
been going on for years in the Gsqra and Basuribagh 
districts and it is pointed ont that then is nal damn of 
<^rt conditions settling in these loeidltfes» What the 
cultivator appears to be unable to realise ^ that this sort 
of ‘poaching’ \riU eventually reeoilun hhdsdUt fevtorests 
on the hills act ai teeervfllra el inter and ^(h their 
disappearanoe, the spriaga ahd strsam dry up tnd fleldh 
in the plains lose their soutee of rntdidui^ 

i 

'' 'Similar vandalism has idso bipan jparpetrated 
Agra and Etaw^ segieiM of tha 2* , irhere ds8ert^,|^fi|i^ 
are slowly ousting feed orofM* Ip ether parts sd^l^^ylpfl'n 
India, the waptm desMMttloe j0f,Wsrt timlMrliM^Minltad 
In large'scaie 

. U i 
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wtlmittM sM folly Mmcettfibd Stager voir 

ooBildMliigidittQ«iforftmQi»ad«iiilBo«o9tfditf fovaitf 
it,iumov»r,olu>p«fi4tM^ Bonteyhoo ofaoidy 
♦luartooiacteMlBtiiUNiiH^ by numiag raGoeHtfoBy 
her "■gri-foiMrtry** fbhmaeiatho Beat Natfk dietriet of 
thgPreiideiu^. Here land in “oloeed” foreete ie granted 
free of ebarge to the needy for eoltivation <m the condition 
that the eettler grove foreet erope in certain epeolfied areaa. 
^e Boheme vae laonofaed abont for four yeara ago vith 
the doal pnrpoee of helping the nnemployed and 
re-afforestation, vith only ten nnemployed men and a 
hundred acres of of land. By last year the number of 
vorkere rose to 800 and the arna of cnltivation to 700 
acres. Sucdi a scheme, it adopted elsewhere, is bound to 
succeed. It has succeeded beyond expectations in America 
where deforestation converted large fertile areas into 
deserts. Under the Social Security Act of President - 
Roosevelt, thousdnds of unemi^oyed men are successfully 
employed in thepreaervation of America’s Forests. Already 
S, 000, 000 areas trf forest land have been cultivated and 
nearly 300,000,000 trees planted. It is to be hoped that 
ui^er Froi^dal Autonomy the ‘different Oovemments 
will, withont mnoh loss of time, take up in earnest the) 
task of forOrt tweservation upon which the future of India 
ao vitally depends, 

Foiwst t RtWMsu lor iln ian4eqiMcy. 

Although Ir^ has get vast meap nmhr toests, her 

* ineon^ frmn thb) sMufne'^blwiig^aiily iimdsnpite. The 

a,, eo^« 

jjmest Md Isdtiiemi ceiMi ^ 


9otgm , 
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tktwiintaii 

8ttvi«e, vUcO^tto v«iT |iowl 7 aM^ 

<^M«lr«|»tluuiirlthtfa««K|iioM«t|(md(flMipM^ , ‘i 

<3) it&flfrtMof <rani|)orf/a0^ pMinM. 

Tile and atraam vnint aw tha taro 0 emom 

maana ol transportaiitm. Bat the eleplwnt b not taaiUtldA 
eaeryarhere, and moreover, ia very eoatty, Btieam vatev 
again geta dried np in some montba, Mid moreover, a great 
deal of damage takes place on aoeoant of oolliidon of 
timber with stones and bonlders with which mountain 
streams are generally associated. The possibility of build- 
ing roads and Hope ways should be fully explored. 

(4) Lastly, the absence cf proper afforesikiUon. Trees 
of real Commercial value remidn scattered, ao that large 
scale exploitation becomes impossible. The Foieat D^rt- 
meat should pursue a policy of afloreOtatiOD in order to 
secure full benefits out of India’s Forest leiloaroea. 

The Royal Commission on IndiMa Agrioulture recom- 
mends the appointment of a Forest tltiliaatloD OfBcer 
’who will be entrusted with Uie uUliialion wad develop- 
ment of forest indnstriea, Beokleaa deamatien of forsgt, 
which prevailed in the early daye of the British lUile ea&. 
have nothing but nnderirable efEsMS upon the OoflHftiTli 
economic life. A syatMuatto policy of forest oonswawtieii 
along with imaginative fp^tatijca is aUtluitia»|«^^ 
to secure for India the trealth Mftleh Jlatue hds jtvaa her 
through her aneittijm focest re«^^ 



tmtfnt T. 

I. aOOAL ORCANIZATION.. 

> ^ 

lufloeiie* of sodMl economic odivitjr^ 

The eeraomlo oetMty of every country to moulded 
by its social and religions institutions quite as much as 
by its physical enxironment, with this difference that 
the one to variable while the other is constant. Social 
and religious Institutions not only predispose the mind 
as regards economic activities bnt also are largely res* 
ponsible for the creation of opportunities through which 
Individuals might seeh their own economic salvation. 

The caste system : its origin. 

In India the Hindu caste system is the most important 
social institution. A caste has been defined as a ‘colleo* 
tion of families or groups of families bearing a common 
name which usually denotes or to associated with a specific 
eoMtpidion ; claiming oommonr descent from a mythical 
ancestor, htmmn or divine ; profeisdng to follow the same 
celling, and regarded by those who are competent to give ' 
an opinion aS-iotmhog a single homogeneus community’. 

The orif^o JIhg oaste system to Aouaded in mystery, 
James Mill hsld that torn easte system sma Paginated by 
aaine fnmdred toaisr ^hp jtoreaaw the advantages <ffa 
systrnntMciUvlifiodcdtobmtf, Aeaucdthg to Aitonart *oaste 
to the normal dsvetoi^aMntclimstoiit Aryan instUntiottB, ; 
sHiic%u;samedtbtotii||m*^ to adapt them* ; 
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mItm to tile oonditiam tdtii wlikli the? euee eonteet 
to Indie * 

Whetetor the ^Mnlitts ot troth to tiie dUForent theinlBe. 
they niut he regard^ e8«ttif«wly Uudiqoste to e« mndt 
as they do not ex|>leto the extiwne rigidity at toe later 
evolution of the caste system emnpared to Its original * 
fluidity. However, for purposes of Eeonoaiof i it is not 
necessary for us to ascertain exactly the -faetors that gave 
rise to the caste system in its present rigid form. We 
must accept it as a given fact, and then analyse Its 
consequences . 

Merits of the system. 

However glaring be the defects of the caste system 
in its present frozen form it must have some solid snrvi* 
val value having regard to the vitality of the system. 
The original division of the Hindus into three upper castes 
corresponded to the three broad divisions of hnman nature 
ittelf, namely, what H. G. Wells has oriled the pfisB% 
persona, the nomadie p0rt0na, and toe jMosonf persona. 
The fourth class, namely the Sodras, eoniiited of the 
demoralized native population who could be little mcMO 
than servants to their new Aryan masters. Viewed to this 
light, the caste system might be said to possess an element 
ot universality shout it. H represented the working of 
the principle of diriritm M labour and promoted eqaation 
between lunetiaa and oaparity* 

dfesoiM^, tt'aerred as a vtoiriefevihetitowmilsion 
ethawditatyekillanAdaiterityto dtitonut oempattons. 

The Stohee tinhiittottoily tanght 

dfvet^mid handed tiwto e«w to hH wnseesssr. The 
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QUtrreUoiis perfeetion mohed in wme pt the Ihdten 
indnstriee end onfu in the Ancient end HedieTel epoehe 
e »8 at least partly dne to the caste eystem. 

it solved the bread problem for the people 
as they had their respective occnpetions present before 
them together with the necessary tn^ing facilities. 

Iburflilp, it helped to maintain the parity of the 
stock in these troublesome days when India was flooded 
with the snccessive streams of invaders. 

Fifthly, it was perhaps the only system under which 
different races and cultares conld exist side by side with 
a spirit of Oommnnal Fellowship, as different castes under 
which they were inoladed were complementary to one 
another. 

“The caste organization is to the Hindu his club, his 
trade union, his benefit society, and his philanthropic 
80cieiy'’-**(Low). In the villages specially, the caste fulfils 
some of the functions which were discharged by the 
trade and craft guild of medieval Europe. It ensures the 
proper training of apprentices, fosters good feelings among 
the members of the same oaste, occasionally serves as a 
court of arbitration for the peaceful settlement of petty 
disputes, metes out punishment to the violators of its 
mandates, and in sonw oases even determines wages and 
' prices and has a demoralising inflnence upon every one. 

Caste mi 4 fiiSid OMBpnred. 

Certain writeti hate tried to estab^h a panQriism 
befUNsen Uie Indian caste syateei and ;tbe ,gaallan|Bl^ guild 
ivulem of Sarope. The analogy, hofsswrsajtjle iupsr* 

lech There waa no ImieditiRy rtgldit#d|!i llM gttlM eyM^ 
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m oataTdm oonld b« faxdttdsd • gtdld tahjetit to* 

<Mli^dp oonditloost Secondly, the gnllda wei^e Tolnntwy 
anodaUona which the oaate ie definitely not. 

Deleete of the Syeten. 

Whaterer might be the merite of the oeate syMem in Ita 
pristine vedio form, oerteinly ita oomplioeted atmeinre in 
the world today has lost ell Telidlty. There have been 
infinite snbdiviaona even within a partioillar caste whi<di 
serve to vivisect the entire Body Politic of Hlndn India. 
There can be no final economic salvation for India nnlesa 
she is politically Free. Yet that political freedom conld 
not be achieved so long as Hindu India remains a hoose 
divided against itself. 

Secondly, the caste has prevented the equation between 
'function and capacity. The son of a Brahntin is not neces" 
sarily of a priestly mind. Yet such is the rigour of the 
caste syetem, he conld not follow any other oecapation for 
fear of social ostracism. Labour and Capital thus tend to 
become immobile wherever the caste system remains 
strong. Some important trades remain in inefflrient and 
illiterate hands as the educated upper classes* are debsored 
from joining them. , 

Thirdly, itis an idMrtaoIe to iMge schle prodnction. The 
necessary volume of oaidtal and co>ordinatlon of different 
t^pes of labour by which atone large scale brndness is 
possible is rendered imposrible by the diviaioa of. people 
into so mmy watar^^dd oompartmMits.;^ 

dagfee sytipm has prrastitaiibe a ppw ela - 
Ikmtff tibellpfedainaQlldi^^ The so called 

npdtt djuliMP fisrie alwtarslocdced down upon kind of 
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numiial as fit only lorthe Sndras. iwott bM 
baeii the overerowding In the so>oBlled |«ipeotiiible 
I»r<tfeS8loas resnlting ia huge aoemployment figures. , 
FiftMy, the eudogamoos system of marriage enjodued 
by the easte system has also resnlted in racial deterimation. 

LoBtly, the caste system has destroyed the smise 
equality among the people. Tho np^ castes suffer from 
an irrational supericnrity complex, while the lower castes 
suffer from an inferiority complex. 

The present position. 

With the impact of western civilisation, however, the 
caste system has lost a great deal of its old rigours. The 
caste no longer indicates one’s profession or calling. The 
break- up of the old self •sufficing rural economy brought 
about by revolutions in transport and industry has* 
compelled people to resort to all sorts ofayocationa 
irrespective of - caste mandates. 

. The British system of education which makes no die* 
tinction betw^n caste and caste, the British system of law 
which metes out equal treatment to everyone, and above 
the throwing open of all state employments to every 
Caste accompanied by special encouragement to members 
of tl^e so called Depressed olasBeB,>-all these hectors serve 
to undermine, however, imperceptibly, the very founda- 
tions of the tradititnial caste system. Amoo« the students 
siM^7i oa^o restrietiema have pcaetioaliy Icit all force, 
lu Hostids, BertSAtams, and Qardmt .hrates^er parties, 
the fiioit«Vtho!^Taid|ePrshB|to 

with ^ ftlihd pippy poa^llfaiiiio 4eha^ 
^cSll^’A ^irpwint'^eel 'taiaeNa ’ 
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niddljr dwindling faiUi in old eostonx tn^ mtiio* 
tionst thtt inorruing (ension of tho etrnggle for ttior* on> 
iotonoo, the growth ^ kffgo towns and oitiea whwe moo 
are honooted and reapeoted more for their riches thpo 
for anything else* and lastly, the onward maroh of Ae 
spirit of democracy which refuses to dUtingnish bet^^n 
man and man,— all these elements serre to disintegrate 
the old, rigorons caste system. 



mstodian 


2. JOINT FAMILY SYSTEM. 

Origin of the institution. 

made pointed out long ago, in India the 
> indiridoal is the economic unit and 
I jdnt and nndirided family. “Thus 

together sereral generations with 

yiSm^Hh^Jing a single honse hold*'. The 
loint in food, worship and estate.’ It is presi.>' 
’ tile eldest liring male member who is the 
^be interests of etery single member ; though 
generally the females hare also got a head, who is the 
eldest living female. This system came into exis> 
tence on account at variods causes, both economic and 
racial. The joint famUy patriarchal organisation of InM 
introduced by the Indo*Aryan invaders has a close resem* 
blance to similar institutions among ancient Greeks and 
Romans. It carried fbrward IOm spiritual trad^dna of 
the parUculag family presided over by a partionlar deity. 

The Rystfsa thus bame Ihto mristmee otf aeooant of 
khufop, ralii^im, soeial tsaditimis and eecneinle oonditions 
of these diiti^ day houavgr op asMuak of new serial 
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jmd «oonoinio oonditioDS, tliii Byatcm ia in a ttat* iAs* 
integration. 

Merita of the inatitutioo. 

WhatOTer be the demerits of the lyateaSy it mnat have 
pohieseed anme solid adTantages as qthendae it oonld not 
have stood snoceasfnlly the test of time. 

Firat, it rendered living comparatively cheap, as 
under separate family system a great deal of domestic 
items is unnecessarily multiplied. 

Saeondly, it provided fcsr comparatively large scale 
Farming and therefore for some sort of divison of labour, 
as the lands were not divided according to thp Hindu laws 
of inheritance and succession. 

ThirdXy, it provided a hind of natural insurance against 
Sickness and death. If a single member died or beoame' 
disabled, it did hot make much difference to the lot of 
the surrivors, 

Fwrthly, it tended to develop the ideals of service 
and saorifioe as the individual members merge themselves 
completely in the family system. Thus as Dr. Mookherjee 
has printed out, '*the joint family system based upon the 
virtue of affection produced that peculiar sorio-co-opera- 
tivU outlook in the Indian economic organisation which 
oontiasts so favonrably with the aggressive individualism 
ri the west.* 13ie joint family system Is the only record 
of oommnninn In pmoUoe though ,it vras oonffned within 
nstnmw limits. 

A 

Denurita «f dm inadtatlaB. 

The syrism. however, has luvisled mutjr mrioui do> 
'leril: 
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Fir$ti it liM coMunged idl«D«as. When «mr namber 
ii Mnared of getting s mbsUtenoe aee^rdingto tb* gmerel 
stsadard oatnially he doea not feel innoh itt>oeiitive to 
work hard. . 

Secondly,' it made the people comptilBorily eta9>at- 
home in the intereite of family unity. It thus ktUed all 
enterprise and the spirit of adventure which U the key te 
the great economic progress achieved by the west 

Thirdly^ it led to the dissipation of Oai^tal, as the 
individnai had to place all his funds in the family chest, 
and thus no Capital was available for starting big business 
or for improving them. 

Fourthly, the system gave undue power to the family , 
^ad who from his old age was likely to be unsympathetic 
to enterprise and liberal ideas It thus served to r^force 
the forces of conservatism, thereby hindering social and 
economic progress. 

Fifthly, it encouraged Jealousy and bitterness among 
different members of the family as thtir oontribntionS 
were unequal, while their share was equal.'’ AU the forces 
of petty narrowness thus obtained a fresh impetus. 

And lastly, it has induced a fatalistic tnm of mind on 
acoonnt of the paralysis of the individnai Sfdrit. 

Caases «f die gradual dissolntioBa of dm jgittt 
family systmn. 

Whalever be^ the relative merits or demmltii eC the 
JdnilMdlyinititntltm,* there oa^ be no AfMbt that tiM 
fnadtistion is vislfrfy 4Mreaking devH^ «Mllr the Impact 
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of varioiM foroea. Dr. Badhakamal ICakheijeo has obiwv* 
ad that tho earlleat blow to the inititttthni oame from the 
rise of BaddhUm wbieb Qoeationed the eanotity of Maim*a 
Code of Ethica from which the Joint family ayatem deriv* 
ed ita midn theoretical eapport 

Bnt the yreateat challenge to the Joint family ayatem 
haa come from the impUcationa of modem life. 

(1) In the /Iret place, the development of modem 
tranaport faoilitiea, which haa helped to kill many of 
the old family cottage indnstries, haa also facilitated the 
break*np of the old Joint family ayatem. Many membera 
of the family migrated to the factoriea and towna where 
Uiey conld get an employment. 

(8) Second, the neceaaity of giving proper education 
to yonog boya haa compelled many gnardiana to send their 
wards to the towns and cities. These young men, getting 
accnatomed to oity life, never felt the intensity of tho old 
sentiment later in life, and the exigencies of service life 
accelerated the process initiated by the early student life. 

(3) Thirdly, the whole spirit of modern education 
tends towards the growth of individaalism and the Hindu 
laws of inheritance and succession serve further to 
strengthen this Individualist sidrit. 

(4) £«%, modern ideas of decency whi<^ require an 
Increasingly Ugher standard of living, Mgdh expenditure 
on the ednmtion of <^ildren and the marriage dam^t* 
en# also militate agMnst the oontliniaiMe of tantie Jofait 
fimiliea where equal fraadment mnit he meted rmt to 
eferyone. 
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Concfaidiiif Obtemtioni. 

- ladta is fsst spprasching toivSTdi. for th« abotre 
meotioned eauaaa. the separate family system of the wfst 
Time alone inU diow 'whether India stands to fpiin by 
the porsnit of raUd individnalism. 

In one sense lodlTidnalism has already been mneh 
discredited in the western world. The growing feeling 
for communal ownership of many kinds of property 
and of agents of production seems to confirm the view that 
the time-honoured Joint family system among the Hindu<» 
if only it could be revitalised by the purging of some of its 
flagrant erih, perhaps represents a superior type of social 
organisation, embodying the virtues of service and saeri* 
iioe, to the western conception of family which has releas- 
ed all the forces of selfishness and gross materialism. 

3. THE HINDU LAWS OF INHERITANCE 

Mitakshara and Dayabhaga Systems. 

As Seligman has observed, the iostitutioo of private 
property has got thre» stages : Communal proptrty, 
joint family property, and individual private property, 
India is still in the second stage, though the tranii* 
tion to the third stage has already begun. At first, the 
head of the family was the sole manager of the property. 
When the questions of alienation arose, two eopfliotiQg 
theories were propounded by two leading oommentaries 
on Blndp laiw, Iditakshara and Dayabhaga. The latter 
PMvaUs in Bengal, and the former in othw parts of India. 
TiMwe are -fiiflEersnees as tegards omwtdbSp, Under the 

DajMUwga eystem, the fhther is the) sole ownw during 

— 1 
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biiUfotimB. Under the Mitelcduu* lyetem the fiither 
end eons are Joint ownen. 

Again under Mitsdcehiun syetem there oan be no 
inheritance, as the death o{ a member makes no ehaoge 
in ownership, and property remidns undtrided unless 
partition is insisted on. In a Dayabbeiga family, however, 
there is inheritance whenever a meniber dies. 

Properly rights of Hindu women. 

According to Hindn laws, women can not inherit any 
property, unless it is a Stridhan property specially 
endowed by her hnsband. Bat women inherit life estates 
which they hold in trust for the next male heirs. The 
Hindu law of inheritanee is based upon the pinda theory, 
so that absolute iuheriianoe passes only to these who can 
offer Findas for the epirituel good of the deceased. 

Mahomedan law ot inheritanee. 

According to Mahomedan law, the owner whether 
tnale or female enjoys absolnte right in his or her pro* 
perty for the time being. Farther; Moslem law recognises 
a large n^ber of heirs, Hot only sons, but daughters, 
patents, wives or husbands of the deeeesed ere all entitled 
to Bome ehare of the property. Thus, undw Moslem Law, 
there is an even greater subdivlslott and partition of 
property then under Hindu law, 

ScMomwi^aeltaf tfieUtwof lidiaritanen. 

We now proceed to trace the eoenomio efflerin nf Uiese> 
lawa. 1%e result uhdfHr.hdth Hteie gcMs Is A geairhl 
'HiiMnilniftiflB of pmpeity.idlioa«hat^Mi«diiBl#M. 
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Hun. steal differeiMMi ot wealth ate i^afeMitad fraft 

aiiiing. 

SttmUy, it enituM a stable ninl society owatildliui ot 
independent peasant proprietcers. 

linaUift it gives every one some etart in life which la 
not poaidble in connlries governed by laws of pcimb* 
genitwok Kevertheleu. thwe is a dark side of the 
pictnre. 

i^trsi, it prevents the aooomnlation of Oai^al whiA 
again has hindered the development of large*ioale 
indnstries* 

Secondly, it has resnlted in acute subdivision and 
fragmentation of agrionltnral holdings which has betti 
one of the greatest onraes of Indian agricnitnre. 

LaotXy, it has promoted the legalistic spiiftt amtmg 
the Indian masses which has meant the rnin of many 
families. If the law of primogeniture perpetuates only 
one fool in the family, the Hindu laws tend to paprinste 
as many fools as there are heirs. The great part playeil 
by the younger sons of England has np coanter>part in 
India on acootmt of these lavs. 

4. INFLUENCE OF REUGION. 

To what fsibiit is reUgioa reepon^bfelgsr Indiii*# 
poverty ? 

It has been said that the poverty of hsdla is due (0 the 
deminasi^ of tiieascede ideas and of tte otharwocldly 
telofned by Indiaa reli|tom This tibsoiry* Hotr* 
fVSs, yt supported by ^ oaine of 
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hlltory. If India produced great religioiia thifikew in the 
past, abe also produced great Empire tmildm, merclumti, 
and colonisere* History tells ns that India was looked 
upon as the golden orient by the rest of the worldi in the 
ancient and medieral periods. To>day, we find great 
monnments of arts and architeotnre testifying to the 
great interest India took in things mundane. The causes 
of the &taliBtio pessimism which peryades the Indian 
masses to-day have thus to be sought not so much in 
Indian religion as in the heartless conditions of exploita- 
tion and tyranny under which Indians had to live both in 
the Moghul days and also in the early days of the East 
India Company’s administration. Moreover, it is incon- 
osivable that the ordinary masses should be so much 
influenced by religions ideals as to neglect the pursuit of 
wealth and worldly comforts if it is other .vise possible. 
Partial Elements of truth in the old view. 

Nevertheless, there is some element ot truth in the 
theory as India’s beet men have systematically turned 
away from the path of material aggrandisement and even 
if some of them did not turn away, they certainly never 
adopted unfair methods of exploitation, a scruple hardly 
shared by the enterprising spirit of the West. In this 
respect, however, the impact of the materialistic clvilisa- 
ticm of the west is lessening the hold of religion upon the 
Indian mind so that in future religion can no hmger be 
blamed as the cause of Indian poverty even if in the past 
it did some injury. 



CHAFTEB VI. 

PROBLEM OF POPULATION. 

Aooording to the oenene report of 1931 the total Indfea 
popnlstion was nearly 358 milliona In that year, oom* 
pared to 320 millions in 1921. 1 hoogh territorially India 
is half of IT.S.A , her population is thriooas large. India’s 
Population forms almost l/5th of the total population of 
the world. 

Factors determiaiiig density of population. 

The density of population, Le., the number supported! 
per square mile depends largely on the external environ* 
ment and its utilisation. That, elimaXs, poHtiedt ntewrUy. 
the prevsdling ttmdcvrd of living, and eeonmnie retoureoa, 
degree of lainjall, nature of the eoil, configuration of the 
earth as well as the atage cf economic development govern 
the density of population. An agrionltural country can 
support a larger number of people than a pastoral one. 
while an indnstrial country can support a larger number 
than an agrienltnral one. 

1 

Density and Pirooperity. 

On tbe other hand, we cannot infer any degree o/t 
inosperity from' any given density. The U. £L A. and 
Egypt, for inetanoe, have got the same low dahrity thonids 
the former to Ineompacably more prosperone than tiie- 
latter. Edmilariy, the density of fieagalARiroaeheithat 
OfSnii^andtbttt that does not aafad dwt Bengal Ur sa 
piee p eioaiaggBitftnd. Wi imur pmeMit to^'fiidiSate the 
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4l»tribation of the tettl popnUition of Indb f&to different 
gronpr. 

Dieliihntion of the p^MotioB acoondiiHr to 
Torione teste. 

(l!f> Accordittff to rtHgion—Ot every 100 persons in 
firitiri^ India 68 are Hindns, 22 Mahom^ans, 8 Bnddhists* 
8 Animists, 1 Sikh* and 1 Cbristiaoi **of the remaining two 
*~0ne is likely to be a Buddhist or a Obristian and the 
other most probably a Jain.*’ It is clear from the above 
description that the Hindns are an overwhelming majority 
taking India as a whole. The Moslems form the largest 
single minority. The distribution of the population is 
auoh that the Bindns predominate everywhere except in 
the North-west and the North-east of India. The Sikhs 
are practically confined within the Punjab while the Jains 
are confined to Bombay and Baroda. 

(2) Aooordinff to occupation.— Agriculture accounts 
{for 65'6% of the total number of workers, while Industries 
account fw 10*88% of which only 1*5% are engaged in 
organised industry. The administration engages only 1*25% 
of the total number, while the remainder are supported by 
domestic, miscellaneous and unimduotive occupations. 
11% of the total population is urban while the rest is 
raral. 

It is significant that while in, India tiiSstlrbaii popn- 
1|tion Is just 11%,^ in France it is 49%, in Kccthwn 

In Oanada 53*8%, in H- B. A. 56*8% apd in Mapd 
epd Wales The poMKmdetnnt tmisl tilgi 
9 pps||hdiott cff hadia is onq^ smother indlMtlien W 

IMj^nkidnaaii of the ettuOtife m ^rbanlmllsp 
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digipeiids prftaontiy the ^^valopumt cd lo4wtfy< 
trad« and tnmtpwt. 

(3) Avcordii^g to Msb—FroporUon of femalai to nwer- 
thoQwnd malm is 940. It ia only In Hadnr^ Belnur and 
Orissa that famalsa ontnnmlb'ar malas, A oomyariion of 
the age-group In Indisr itvith that of other adtanoad 
conntries reveals the following toots. In tha yonngast 
group (0^10 years), there is a defioienoy d! Feualasio 
India compared with males: For every 100 Female 
ohildren there are 108 male children bom, hot from the 
age of 10 and spedially after adolesoenoe the death rate 
among females shows an ezeess over that of males, 
contrary to European ezperienoe. The explanation is 
to be sought in oertsin social praotioss ; sodli as. the 
purda, child marriage, and the deliberate nogleot of 
females by Indian parents themselves. The defielenoy of 
females is particularly marked in the big towns and rities 
which never fails to affect the health and morals tff the 
workers. The peroentage of female workers to the tothl 
ndmber of females is 25 In India as against 86 In Soidftod 
and Wales. 39 in France and 18 in T7. St.<A. The hiiri^ 
peroentage. however, is more an indication of the general 
poverty of the masees than of their enlightenment. 

14) Aoeordinp to apo.—The age distribution of the 
population of every country cap be exhibited in the lom 
of $ pyrmnid. In the case of India the pymaid hae 
the broadest hnie of all countries owing to tim birth 
mto.’ 

pyramid, howwvesi topeeit tohpeAiXi pKdst rnffm 
(iimfilly timi la the am of anollitoftSiwpihfrv iadloetinff 
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the iDferior loDgeritj^ Of the Indioi fopidoUao*" Thete iM 
telatirely very few people* in India who live heytmd tiie 
age of 50 A>fain the ootnmonly acoeptod limits for the 
working population afe betaocn the ages ot IS, and 60 or 
65 in £niope but in India the age-littite are 15 and 40. 
Ihe excessive mortality among Children mnst also be 
reflected in a smaller number ot adults some 15 years 
hence, while the death of adults during the reproductive 
period of life most also result in a smaller proportion of 
children. 

The birthHrute in India. 

The actual size of a ooontry's population depends upon 
natality, mortality and migration. In India migration is 
a rather unimportant factor in as mndi as large-scale 
emigration is not possible on account of the hostile atti* 
tnde adopted by other countries, esp. Empire countries 
towards Indian immigrants. As regards birth rate and death 
rsite, India oecnplee a position of unenviable pre'emiuence 
among the civilised countries of the world. The annnal 
birth rate and death.rate are among the highest in the 
worid, bring 54*3 and 24*9 respectively per every 1000 
popnlAUoni 

The cnnae irf high birth in India. 

The Ihoicn whSch help high birthrate in India can 
be tonuned up as ^ows s 
(1> Briiginna inJmietionB. 

(t) Warm climate leading to early fsabrnty brih of 
boysand i^rls. 4 

(0) Lnwitriidard of £4^ dnooaritghDltrany 

ribirilitperttBsriale. 
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ilwlQiut fipiiraMiMi «Mii 
tb» cMttonio ki«iliii^ iauia^, 

(5) 0«aenl took of knowiBdttft of eflocitlw 
of Mrth-oontrol, 

The focton which Ml«rd hiili Wflw ftk fai^ 

( 1 ) Xiower CBOottdlty (rf lodlae wnooii oomytnd to 
their Euroyeaa eiiten. 

Mr 

( 2 ) Prolonged lactation. Breast-leedihgi ooai^ued for 
a long time, impairs the fertility of vomeiu 

( 3 ) Hypergamy. EnUninn and the leareh f«r a groom 
higher np in the caste ladder aots as a great ohstade to 
marriage. 

( 4 ) Loss Of vitality <m account of preventihle dtaeases. 

( 5 ) Prohibition of widow renwniage. 

( 6 ) General raising the marriageabto age in the ease 
of the educated classes. 

( 7 ) Growing popularity of birth*ooiritrol among the 
educated people. 

We now proceed to discuss the ahovemdnts whldlii 
favour or reterd high htrth*nte in India. 

A. high birth rate and a high death rate nsdslly go togsdwr* 
The birth rate oL a (wmti7 depends partly upon il 4 aoaliliaillM^ 
toms and partly upon the aatnral feon^Uy of the pSfl|d|. 

India mamage mid children are an alAest Tirlifllmua uawialUlr 
A Sindn male must many and beget childmmterfa^ hie 
tnneral ritee lest h|e i^rit ehonld wander |iniiMllt||r In the 
weste'plaeae of the ea^, A i^udn mtddM'tnunsx^ «t 
paheity Is a;«ei^ cfnoeSstohlognymlilm^liPy and 
aatioe'iehsrAnasstosn.f « 


iHms toomiaxm 




Among MohoBwdtno mid AoimMl ilm^ KoigloQi 
oUIgktlaiM wa wanting, eacl; mantega b aqnallf oomismu 
Tha InatUmiona of tlie Joint iamllj fntthar ancouage 
it SatmoAiaoonBidaratimtf laHmrtlmntotarcUagmaigii^ 
aa in tha wairt; aetoaUy iwomata it among tbamaaaeB 
tMOMNW iSw «ifa ia a necessary as a li<^|tsdkol<i dmdlge, and 
even helps tha htuhand in outdoor work. Tha ohildran 
asa also an asset bacauaa they can be pat to soma kind 
of work at a vary early age, and thereby made to pay 
their way. Of all countries India has tha lowest propor- 
tion el unmarried for both sexes. Child marriages are 
common despite the Ssrda Act. 

Islam : the naore prolifie race. 

The unitersality of marriage howeTer, is somewhat 
i^BCset by Hindu prejudices against widow remarriage. 
The most prolific races in India are the aborigines. Islam 
y eomes next, tho main onuses being oomparatiTe absence of 
early marriage whidi impedes tbe fertility of Hindu girls, 
greater frequency of widoevrfmnarriage, absence of hyper- 
gamy and caste, and morAnutritiona diet. In this con- 
nection wa can refer to Spsh^s uxplanation that 
oqpmittni multiply in Inverse ratio |o the dignity and 
^ worth of individual life. Ouf high fertility therefore 
ia an fndioallon of the primitWe State of Oal society. 

*TIms Dmtti lUte hllodSn, 

'JIhe high dea^, fstO Is in the last resort 

dlMiselUh^^ 

' ThO $imm ^>01 $ iia liiwiiBdltfid'fifi 

,><«9refenh lllpi^S^'VllttZodtiek’ilnllmomoot.tsanlei. 
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2$*d6 lair bidift tod $9*58 8i»’ 

Tli« expeiAKtioii of liff in Entopealik oMMtilli Iuhi (lOn 
ohowtag « deoidflA ImpMvtmttit on ooooimt df Inttw 
antvition and tudtaitloit. In India, hovorer, no Impfa^ar 
ment ia TistUo. Tha two ontatandlng featnrai of dortli 
fate in India are the iiic^ infantile mortality and th* hli^ 
female mort^tty at nHtrodnotiTe agee. 


Heavy Infantile mnrtaltty in India. 


About one- fifth of the children bom die before they 
reach the age of one year, and the total figure for infantile 
f mortality acconnte for one*fi{th of the toM number of 
deaths iu the.country. The matn oatwas of such heavy 


child moi 



can be aammed up as follows i 
^mature birth md debility at birth accounting 


cent of the total deaths. 

The lack of proper diet on account of both poverty 
und ignorance. 


(3) The lack of iwoper* lhedi( 

illness. * 

(4) Insanitary environment. 


>g 


(5) IndtMtrial omidoymunt #jthefhers in the «im fld 
the poor and the low dasa pe({|ti«lf ,1fte children gre left 


nnosred tor, and the mp^kfos (to hot even hMdIale to 
drug thdr chlldrmt with fm oidef folci^thesii' 

quiet. hugest aia^iodfBfontl^^ enunn 

intimhigdttieg, I^efoi^OQO,e|dldi^11«ili«lh^ 

.308 ta Ifong^, fo IbifoaV^iikk 
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HtMt* F«qg«te nortid^ 

hi tr» 1 mt» idtvtdf, oj^Mrved* tke #eiffc<««t0 MMog 
iHMnen ti fa^gluMi; tt Of Mgrodnotiiv* Age (UMM). TId» 
U dae to «|mi feOoiylDg «mse« t 

tl) ChUd ttiwciiigo «td pfeoudote oonmuoiB^oin. 
“A iHlrly largo parMutago of \rivM diet ol chM^hitih* 
phihiittf or ttme omirion oowplieafion within 10 pears of 
the eoninmiBation of the maniage.” 

(8) Laoh of iwoper rest both immediately before and 
immediaiely after oonfinement. In India the women of 
the poorer olauee are all demeetio drudges, and as such 
they Oaa hardly aAord to take the rest medically necessary 
for their good health. Iheevil la greatly rotensified in 
the ease of the woAing elaas women who, in addition to 
being demestie dradges, have also to work for long hoars 
in the faetories in the most delicate state of health. 

(3) Mishandling of women dating child-birth. In 
India, egoept among the relaUvely well-to-do classes, the 
deliv^ of women is helped ^ther by their female neigh- 
bours and relatives or by natrained dais. The lack of 
proper knowledge of the prindglee of midwifery is than 
largely reaponsilde for the extra-oardinary female mortality 
of onr oonntry. The remedy seems to be wide diffosion 
of hygienlo ideas, and above all, laoreasod supply of 
trsined narses ahd ihid-wiTaB. 
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Tlw Theoty flf 

A«0«irdiiiigto MaUhwii p^ol&tlOBi teortftMi# ty CkM^ 
tnetcifltl Ftogi««d(»« while loMl «q|if>ly ioereM^fa;^ AAdk- 
metrical ProgreaaioQ. Eeoee there li a eetwal fM 

population to oat-strip the aThUable food sopidyi r«»i4tlpiir 
in over-popnlatioD. As regards remedies Malthosdl^eaasM 
two hinds of oheoks, namely : 

Preventive checks hnd PeriHve checks. 

Preventive chedurrare those restiahits npon the 
growth of popnlatloo which are adopted by mhn et his 
own discretion sneh as celebacy, late marriage, seU-^ntrol, 
birth-control etc. 

Positive checks— tm the othw lumd, are Natnre’s 
devices to weed oat the Savins popnlatipo, SsAh as Whr 
Famine, Diseases, Earth-qaake, etc. 

As positive checks ate not wsSeome iiA may even 
have a very demoralising effect upon fhesarviving pshlde. 
Malthas advocates Preventive cheokS in order to wMid qft 
the hydra-headed monster of over-pophlstian. 
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lition ii kept ^thin reMnoebU bowadii tfew pmqierity 
of e oOQQtnr viQ be tinwtened toooeir or l«t«r. Bat when 
we fpeek of oieir*p(^nl»ti<m« we do not mem by it exaet* 
ly wbet Melthof bed in hie mind. In ordw to nnder* 
st»nd OTer«popttletion we beee first to nnderstsnd the 
meming of opthnnm popnlation wl&eb bu been deeorfbed 
by Cannon as follows i-’kt any idren time, or wbicb 
eomes to tbe same thing, knowledge and cinmmstanoes re- 
maining the same, there is w|iat may be oalled a point of 
maximum returns when the amount of labour is such that 
both an increase and a decrease in it wonld diminish pro- 
portionate returns.” Thus the optimum point refers to 
that precarious point In which the total number of popu- 
lation is exactly in teehnologieal equilibrium with a given 
Stage of indtttbcial arts md economic circumstances. When 
actual populatim is greater than the optimum, we have 
orer-population, and when it is less, it is underpopnlation. 
From the aborve definition, it is clear that the optimum 
population (tftodas can easily become over-population 
tomwrow, if a new industrial teohnique is diecovered 
necessitating a snmller population for full economic ex- 
plohation. 

With the above genwal theoretical arguments in the 
back'grotmd, we now proceed to ^asenss the problem of 
ovop-popuktion f p India. The problem is ahi^ly con- 
troversial onean^ we might menUonatthe outlet that 
^ttiethe Ooverament m^ntains that oeeripeiipdatlm has 
liken Piaee and Is the main'' oeaMr oil Ind^ poverty, 
pii^SewomktofaielgMndhOldthe^q^^ Tho 

‘igam pqpolgtten* oon he hlMdr miMOHfsed as 
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Cue for ff-tf : nMdbi orlMMiiii' 

a) 7bo]ii^%li4&-i»to{o Ittdi*< MfMIli^ fviitfO 

PEemire Dtt Imd, ouMona^onfod br oii^^ 
trial 4«relopoi«iit» anatea a pionaiMkm in 

r 

pi^^alation. 

(3) If wo than mowalbar ttiat death laita If alia witrf 
high hi Indtet th» ease for ove^papolatioh fallrilMf 
strengthened acootding to the Jdalthniian deettUie el poalf 
tive oheoka 

Besides, the iwevaiilag low standard of Uvingi tha 
growing economic tension among the masses and the 
swelling ranks of the nnemplo 7 ed,*~aU these mMM he 
adduced as farther eridwof of the existence of over pepm* 
lation in India both as a faot and as a tendwo;. 


Cose against over poptdation. 

On the other hand, opponents <4i this theory sialD- 
tain : 

(1) That the standard of living is inereeSinfttalhwS 
than diminishing though at a slow psoe. * , 


(2) That nnemplosvnent is a purely eoonomlt phahd^ 
menon, having notUng to do with' Biology. 

(3) That high birtb>rate is due to social «s^ md 

natural causes and therefore can he chednd, . 


(4) That hiyh deatlnate iadnetothf 
FubUo lieatth Deparimenti and laeic cf^^ 


lu^ has vaat 





argiowii^ «£ He 
it H tiioSmA 

<it ^Vii^tK>plMb<^ oot nliMdl' over tlie 

bo loroil. Tb« Ugh bbrth rete riioald 
hei|ti1^4M«giHedMfrgW»M^ Itlthfaot 

^•t tgiiftvidaal ftajailiett ezoept ataoDg the very ridi, do 
MdKdr * i^NMt deal o« aeeoaat of the 4Nngd oamher of 
efaildtoo booDi The gMUsUoiii inne, therefore, is what 
diioal4 be He rwnedy* 

"f)f» Ifalduwlan wilt adMoate oetebaor and Mif-oontrol for a 
grqlM hta«y, vhile the engenht «U1 advocate raaniage only for 
aitH ia are'btiihyaloallyaBdiiliedtaUyfor thei^opagationofthe 
raoe» Hat the htidtheeiaD makva aeueh too etroag a demand upon 
humaailtataMi, and the Bogeatst boide oat an Ideal of collective 
good, which ladlvldna} lelftritaeM will never accept. In former 
tlmM) ledreli<dde and abortion itejred tbelr part in checking the 
gMenh of populatioD. The eiietiog iporal and legal conceptions 
bewewer, do net allow each inbaioali praotioet. Hypergamy, Pro- 
hMgad hietatloa, Probibttltu of widow rtmandage for Hindus and 
above ai^ loWe^ Isoiutdity of Indiaa' womea compared to their 
weateiti iieien doe to a vaiieiy MXdal, eaoial and climatic 
Jabteni,*-are aeitte dt the Preventive dbeohe which fasve beeo umg 
ta opacattoB. But theit laadeoecoy SMWt he appareat to any one 
whorCaMteheMtitheeWetd maieh pf IhdMn |i^palati«B revealed 
by eneoMiive ChNMi«a|hi|ieiri«.* — 


0* IJIMIMNWWrW^ 

^ ^ H 



dpint^ 




tit 


^iionoMlity, mm 

«bov« ail iliA to i|<lii6ttto» la^^tlMi. 

who aolTar umto tooni <fin«hto ''3llM#iai^^ 

piohiatn to a flstofbag «m»' iAil wawisr 

taoklad, to Ittdto to aatth ^ 

apeatn. 

Staggertatl M»M4i«idF<aroHKto»totoll^ 

Beaidea biith<«ontr^ pMMtiaai, tha ^ar 

remedies have bMQ soggested tor the itoM g| i>r«r 
population : ^ 

•* 

( 1 ) Exteosioa of unltitatoon throogh liftoMtoih hr 
other wtoe< 

( 2 ) Sapid ioditotrtoiltoation of the coumttf* 

(3) Migration, inttitnal and external. 


( 1 ) Eztmmim of cuhimitidii. 


According to the O^us Report of IdOli ^wO'thtrdii ci 
the total population of India occupy one-^topi^ the 
total area of India There is that h eomMditoll^ toe 
multiplication on the remaining tlirea<liaQank|aof Utg gSOa, 
which is very mMuielir iiopQtotod.> Th« Ittototo towOtor^ 
observes that there «ra considemhtotoaato «rtor 
populated ttfeas white there fa am^to Jbeoe for 
and that tot^gatton ^ imfiroved !■£«» itoh 

give iiivtomihto i«Aito&<to to totirtiw.^#ii 

laCtokb. 




m;- 


3Enfe4iir' 'Mxa^ia^^ 




or fv’SS’ ** ■Barely of 

«i ii^ «n th. iwtor M„a, rt tt.. ur.^ Z sT^: 

1^ IB. .MUyfa., .nt «,|y:a. toteiM 1.^ 

aw arMlaWe fOr iortber odtiTottoifc In B«bm) * 1 . 

SundwljOM ^ tto only ooltivaUft U w^h^n 5^ 

wrpeet. * encoowging onample in thi< 

,, la • oonsiderabie scope for the exten- 

aioa of enltintton,, hot here the diffienlties an) ; first the 

„ Ubcr, a,,": 
of the ic • tl»irdly, the unhealthy climate 

tatoUon work. Ii,„ 

1.^ ,”^, ^ *“”'*'^ WW :«» ooMwioo , .od la tk. 

^ the otiMy flit j|8ri^ 

If . not 101^ ' 


nr fs> 

V 

imHott Battik 

If not ci lood nt WNitih. U mm nMtlN wn 
Ptodiioed -widt tlu> iMllv m INicili Ift- 

oreMwd -wealth can hi mwatly dlttfOMlaA, iha wIMw 
meoaea al ow'papvla^ will ^anUh aatv Ifta iMir 
before the eanebiaa. tTnforiemattfiy, in .fodlit dh ae«o«nl 
of -variona laoton, indastrtalieation at foe praper rale «a& 
not be looked upon ai an inunediata powdbUitr naleM thw 
Government lannahei upon a bold eyefon^ of yfonned 
economy. The patt reoord, and the preaeak atfonde ot 
the vartoni Goverbmenta, however, pvfetdude any info 
possibility. 


(IID Mirgation. 

(A) Inter«Pnmiida! l%ration. 

It has been snggeated that stnne relief from ores* 
popnlation might be obtained by persnadiog foe sorplns 
population in the densely populated provitfeee to migrate 
to the sparsely popelated areas. As a matter ot faot, some 
migratiems do actually take plaoe to mesk foe demand for* 
labour. For example, the jnte mills of fiooghly reoralk 
their Isboor largely from the neighbouring provineel ot 
BihaTf Oriaae, ICadiae, C. F, and U. P. SimUarlyy Aaiam 
recruto her planhridon labour from foe nej^fooerlng 
muvinoeiavforawmrii Bmnbay. But them jgMjtftattesa 

foe««eufoaima&foatotM‘*}itifoh^j^ l^ven 

,le ^either ooifolgiwr or epeiaeiy MspMpllL i B is iFw i, 
jMUklsgfoiaSmlted dfoikbd iEar ^mutbep 

fomdiiiffo fo intea-piovimfo^ miiiP^^li foe' ixesfoiee 
e m ms i if a ilgg and tore ot pC iifo ii m , 


SxtKMle«l|irit{caiiiM^» aai^Mirv «l fiaitttf «f ow 
poimbti«oklf taMlun ^ 

tlM«BrIl6|fttyM«. Tbiikie^of o£ tlie 

In4d*4ri«» m» th* «t«t>pe» ^ orntnl A«ia wete 
imi^^ the Mkme cetiee. Sioniliiely* the geext eolojiiis* 
^'Hon'^amveoBehti ^ sadeat Oreeoe, todent Rome, aind 
modem RdUdo e&d other QreetRmremamrefnDdamen* 
telly ceoed by eeo&M&io eeiuee. 

1& Midmit flmee, Xsdie tm« al«o « greet oolonising 
•ooaittapy,end lodUtt oolmiOts mtgisted to Geyloo, Bnrme, 
Idelay, Ohempe, Jem, Bidi, eiod other ielends on the 
Indiaa. Ooeao. IChne oeme into exietenee e Greater India 
trhieh Ixdian in population, ooltnre and religion. In 
modem Indian emigration began about 75 yeare 

ago« The olidgf nonutriee to \vhich they migrate are 
Otylen, Malay, thh attalta eetUementF, British Gniana. 
IMtoidad. Jamaloav Kif, Manrjthia, Zanzibar and the 
Britia^ domihlotu of ^onttt Africa, Ganada, Anatralia and 
NeivZealand. The ohemWr of tfaie migration, however, la 
^nite dtifittdnt frwa tiMt of ka anriant counter-part. 
Indiana hayh Zettefilly amigtabed vndat a aystem of 
eosdract for/fN) yaaati to trorklnthemineaandplanta- 
tiona in jtetnmifaa p aea agea . wi^Mk ^htdiatt and lodging 
.‘ete. 
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Mrf hmW ma)mmMttAm*titiitt^llk^ ,* k 

41 m h itniCMt^ 

i_ i_^ 


Tk0 *MMyilwL»Miliiiiifctt<M> JMiiliiAidSifat u# 

Um OKB^hl'SlttWto Bm«( MB& 

GovernmcAt proaalMd to todtoi|>4]b^ 
of Indiatof* Bist tiM nW 
oolonr bw bM«m« gradually Mowiitiuited* Xiqi^Mi^.; 
were puwd to pc^blt Bto eafiy bf wItmi mA dt||lito|Dk.’‘ 


married imderreUidefla wlii{sii.a]iMr |MAy||aap, to likgtlH^^'l 
Indians to d^nite torrltoitoi bfiAto Itrereiit IndWi l^tokr 
acquiring landed ivcSN^tty. , JL tiMttteriax of £8 att s 
Indians was also tntrodnoed, recaStodi toe JisnriMt#^/ 
Moslem mlers. Beeentlf* anotoor Sill was {ii|i8bsad. 
prohibiting Asiatlos, ( enainding Japan > from soipki^lagi . 
Bnropean women. The bill protoked bjjiHlajr <gMMig^9P> 
from the South African OongresB of j^iapA ^ISbiadlM to . 
the intervention of Hr. Holmfyor, the SBfpfitet H 4bo 


Interior, who reeantlf led a Sonth'Afrieatt Qhodw^ I 
Mission into India, the Bill has been t|aRpMp4l)bf Mito«> > 
drawn, though it has been at the itnh 
that the objeots of too BBl will be laonred bg topibKf ; 
arrangemobts. S* 


The 'OoreshoMBt^ «f Ibdii^ np 
Af^ to «li8l|^;to« of 

Saga txrnmlfm «f.tot«4N» 
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■■ * 

•ome otheit Britiih Oolonlei k not aaf tttor» fuffiMHwiiffy. 
OofidiaoDB in Fiji v«i« MTselad to be nti tfa*rtl|llwtoey 
ty tlM report of Bor. 0. F* Ajodivoi pqUiiltedl ebont tirtr 
•deoedeoaga Beeently; Zcneibw bee ooitw into tlie Unoe* 
light by very imnltiag anti Indian Bills. In thUr esse also 
the Bev. C. F. Andrews has done mash to eieate pnblio 
opiidon in Inha and in €inat Britain against the action 
oontemplated by the anthorities in Zaaidbar. The pros* 
perity ot Kanabec is midnly dependent npoa her clove 
iadnstry and I.idians jdayed the largest part in developing 
that indnstry. The aoUon proposed by the Zanzibar 
’Government wonld amonnt in effect to confiscation cl 
Indian property. It is to be hoped that the Govern* 
ment of India will pnt sofficient pressure upon the Home 
Government by which elementary justica can be secnred 
for the Indians who played snch a large part in the 
economic development of Zanzibar. 

Government’s nttitiido towards the problem of 
Indians oveveons. 

The evils of the indeatnred labour system have long 
beceme apparent to everybody in this conntry inclnding 
the Government of Indie. In 1918 liOrd Chelms-ford 
made the following ohservatloa ia the Indian Legidative 
Oonncil : 

.1 

”WeareiMt gotoetosnhsdtatohsipiidte seimoiOfor 
indentnmd emipradea^* bat weam very 

matter, vis./As esitbpl rs> 

^6fuumki0* B^e vmttttotocatofhiib 
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^ •< , * ’ * 

«tw0m tMttitoi «i 
tb«ittdlM)ll^jqrft<mi&^ jNwItM tur 

«iMllfil«tM|OMb** \ , 

Xo the Xmpenal vm ecnttfereiteei of X9X7 latf X91I. 

It vas asreed that eaoh oompoaeot VMt if the Sfitiidx 
Smplnhadthe right to Mgilate the oompoet^off its 
f)ennanent population hf meanaof launigntion lawa. and 
that any Brltieh rahjeot waa «ntitl«dio teisapQcarr resi- 
dence in any part of the Britirii llmplre. 

The above principles have thns given i htndli to the 
British Domlniona and Colonies to peMeents Indians. 
Thus, BO i^r, nothing has been done by the British Oovem- 
ment to ease dovm the position of Indians. 

Conclusions. 

It is clear, therefore, that emigtadon is no onre lor 
over popnlation in India. Badtert to an inoreaslag extent 
we have to face the problem of repatriation of Indians 
who, for gonerations, have left the shores of India for 
settlement elsewhere. Neither, there is mnoh to expeot 
from inter-provinrial emigration. The ranady, therefore, 
must be sought both in indnstrialiaadoa and in birih ' 
controL The one by Inoreasing ivaalth will servo to 
secure mote wealth for tha eosntry. the other, hf 
deeteasUuf the growth' Of pdpnhtUen, wilt digglphlh ^ 
demand lor spbiiataBoe. It H in this ewo>|rid,'§igg!0»di 
tlud Wtolha of ^ proUem seMUti^ 



CHAPTER Til. 


ECONOMIC TRANSITION IN INDIA. 

A brief Historical Retrospect. 

I. Before the advent of the British rale, there was an 
Arcadian simplicity of life in the Indian villages. Every 
village was more or less completely self-safficient and 
isolated. The great pecaliarity of the system was that the 
artisans were servants of the village. They got a fixed 
share of the prodaoe of each cultivator in exchange for 
their services. This system ensured the preservation of 
the people of India who were unaffected by all the revo- 
lutions and political turmoils which passed over the 
Indian Capitals and Cities. Each village was under the 
management of a Panchayat consisting of the elders while 
there was the village headman called the lamhurdar who 
was responsible for the payment of revenue. There was 
the void or mondal, responsible for the maintenance of 
law and order, who was assisted by the village Chowkidar. 
The patel was also the Collector of land- revenue and for 
that* purpose was assisted by the patwari or the account- 
ant who kept the village maps, Field registers etc. 

Cbaracteriatica of the old <nder. 

Morrison points out the following characteristics of the 
dd eoontunic ordet : 

(1) the prevalence of custom aud status 

(2) isolaiitm of amaU groups of population. 

(3) preponderance Of agriculture and of a rural bias, 
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(4) imperfeet division of labonr. 

(5) small scale eottage indastrics carried on by the 
artisans in tbelr ovtrn homes. 

(6l prevalmce of barter economy. 

(7) undeveloped credit and prevalence of nsary„ 

(8) the absence and difficnlty of transportation. 

Characteristics of the new economic order. 

The main characteristics of the new econtmlo order, 
as brought about by revolutions in industry, agrlcnltnre 
and transport, can be enumerated as follows : 

(1) The growth of Economic Freedom. It implies a 
greater deliberateness in the choice of an individnal's 
occupations. It leads to more deliberate competition as 
well as to more deliberate co-operation. 

(2) The prevalence of contract over custom, and of 
competition over staAw. 

(,*{) The concentration of a large number of people in 
mammoth towns and cities. 

(4) The replacement of the old domesfie system by 
the new factory system. 

(r>) Concentration of fabnlonsly large capital resonroea 
in a few fortunate hands. The gulf between the Havse 
and the Have-nots is getting wider and wider. 

(€) The employment of machines and of vmhanieal 
power in numufacturing as well as in agrieultwral and 
extractive indusfrieu 

(7) Great levoldtioiMt in transport by land, by water. 
and by air. 

(8) The growth of large towns and cities. 


6 
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(9) The sudden transition from loecA uif-n^ftcienvy 
to world teonomy. 

As Great Britain took the lead in inangoratiog the ne'^ 
economic order, we shall preface onr study of the Eco* 
nomie Transition in India by a brief survey of the Indn»> 
trial Revolution in Great Britain. 

THE INDUSTRIAL REVOLUTION IN ENGLAND. 

Significance of the Revolution. 

The Industrial Revolution in England refers to those 
great trausformations in industry, agriculture, and transport 
which, according to Toynbee, began in England in 1700, 
and which have since been reproduced more or less in all 
the advanced contttries of the world. The Revolution 
took place, first, in the spinning and weaving indnstiies, 
thanks to the numerous inventions of Arkwright, Cart- 
wright, Hargreaves, Crompton and others. Later on, it 
gradually invaded the whole spheres of industry, agricul- 
ture, and transport. 

The significance of the Industrial Revolution for 
England and for the whole world has been most tremend- 
ous. Up to the Industrial Revolution, economic and 
social change, though continuous, had the pace of a slou* 
moving stream ; but in the days of Watt and Stephenson 
it had acquired the momentum of water over a mill-dam. 
Nor, for all its hurry, dpes it ever juat^ any^ pool at the 
bottom and resume its former ldsttre|y advance* , It is a 
Cataract still. The French Revoltttkn oocupied a dosen 
yean at most, hut the Industrial BeiolqUon may yet 
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continue for as many hnitiiied. ereaUBg aB4 obUfcneatiog 
one torn of eoooomic and social life after aooilier. 

tlie greatest trinmph of the Indnstrial Berolntion took 
place in the sphere of production and transport. 1!lte 
application of science to industry -tras responaUde for a 
fabulous increase in output for the side of urhi<di.the 
capture of new foreign markets became urgently neces- 
sary. This aspect of the Industrial Eevolution holds the 
key to the understanding of the fundamental nature of 
modern imperialism and war. As we shall see fvesently, 
the so-called Economic Transition in India, is itself the 
outcome of the expansionist policy of British Oapitalism. 

The ^rk side of the shield. 

The Industrial Bevolntion, however, was not without 
its dark side. In the first place, it led to the dennndation 
of the countryside. The old peasant-proprietor had to 
give way to the capitalist farmer who gave up the old 
methods of tillage based upon the medieval open-field 
system. The Enclosure Movement totdc a new tom, and 
the dispossessed rural labourer left his country heme for 
the underground of Newcastle or the over (crowded slums 
of Manchester or Birmingham. Secondly, the Industrial 
Revolution led to untold sufferings and privations on the 
part of the woridbg classes. The prevalent laimz^airt 
theory prevented the state from interfering tn the ^relations 
hetweea tkn emplpyers and the employed* wiQi result 
tiwt Uie wera^most systematUwl^ eg^loltedoa 

•ooount of their hMidesiness. Even women and diildren 
were cempdlad to woric for unduly long hours for tigs 
most tiivial vmges. The dwelling houses of lahoainp, 
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resembled mere the aheep-ootei than the abodes of hamaa 
beings. The search for wnployment brdce ap the family 
of many of the working-class people. This led to great 
immorality among the labonrers. Accidents among the 
workers in the factories and mines became not very 
nncommon, bat they were regarded with little alarm or 
sympathetic consideration by the employers. And above 
all, the hideous spectre of anemployment began to raise 
its head when new machineries began to displace labour. 
With this brief survey of the British Industrial Revolu- 
tion, we pass on to the study of its repercussions upon 
India. 


ECONOMIC TRANSITION IN INDIA. 

Causes of the Economic Transition. 

The economic transition in India is, in a sense, but a 
distant echo of the Great Industrial Revolution which 
originated in Great Britain. In the 17 th and the first half 
of the 18th centuries, the East India Company was 
primarily concerned with the exportation of Indian 
Cottage products to the European markets. The Industrial 
Revolution, however, fundamentally altered the nature of 
India’s trade relations with Great Britain. British indus- 
trialists became anxious to sell th^r factory products in 
the vast Indian market and to purchase some of the 
necessary food'Stuffs and raw materials from India. This 
task was greatly farilitated by the dsvslepmsnt of 
utays in India and by the epening of the Siug Canal 
Boute, This is the most saittml feature of the Econmnic 
Tranirition in India. 
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The other importaot oftesea of the Eco&omio TraoBltioh 
can ba enumerated as follows : 

(1) The establidiment of Paa Britaaniea, The 
establishment of law and order even in the most benighted 
corners of the vast country, coming in the wake of the 
great chaos and disorder of the pre-British days, greatly 
helped the process of the transition. 

(2) Secondly, the spread of western ideas which 
brought about a completely denationalised outlook on the 
part of the intelligentsia of the country. 

(3) The immigration of Foreign Capital and enterprise 
into the country. British Capitalists came into India to 
start Railways, indigo and tea plantations, Banking and 
Insurance Companies, the Jute mill and Coal mining 
industries, and numerous other industrial and commercial 
concerns. 

(4) Lastly, the Commercial policies pursued by the 
Government At first, the Government imposed embargoes 
on Indian manufactured products, and granted preference 
to British manufactured imports and to Bi^tish shipping. 
After 1860, the Government gradually drifted to the 
policy of laissez-faire which was also in the interests of 
the British industrial and moncantile classes. 

We now proceed to give a more detailed account of the 
Economic Transition in India. This we study under the 
following heads : 

(1) Trancdthm in village. 

( 2 ) Transition in agriculture. 

(3) Transition la industries. 

(4) Transition in urban centres. 



ISTDIAir ECOKOHIOS 


se 

The >^affe in traniiUon. 

The isolation and self'Saffieienoy of the Indian Tillages 
has been destroyed by the following ^toia : 

(1) Break*up of the old Vfllnge communities. 
The most salient oharacteristic of the old economic order 
was the existence of eelf<stiffioing, floarishing village 
oommnnities where everyone had his own fixed part to 
play, and where individual justice according to prevalent 
notions, was more of less assured to everyone by the 
village Panchayat These village communities established 
a fine balance between individual and collective rights 
which was conducive to agricultural efBoiency in its 
adaptation to social and geographical conditions. 

As Dr. Radha Eamal Mukherje has pointed out in 
his Land ProhUtm of India, “The economics of conquest 
has left deep marks on Indian as well as on European 
rural life. The influence of political authority and 
conquest in establishing tho feudal, as distinguished from 
the autonomoue, type of village organisation is discernible 

both east and west whether by the creation of rent* 

collecting land-lords as in the Zamindari settlement or 
by the Government claiming itself to be the legal owner 
of the soil and collecting revenues direct trom the 
peasants, as in the ry<4wari settlement, the village com- 
munities hate shared in the common decay and the 
peasantry, deprived of the proteotton of the idUage system, 
hare been reduced 'to individual rmpotenoe.*' 

(2$ AdminialMlivtt ceatrnHsBi^ou* The Indian 
viUagasfonnorly posseMOda largo degree of local anto- 
notny alnoe the native Dynasties did 'not concern ^m~ 
selves arith the in^vidnsl enltivatmv, font regarded the- 
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Tillages as a whole as respoosible (or th^e payment of 
Oofernment revennes and the maintenance of ideal osder. 
This local aotonmny has now disappeared owing to the 
establishment of local Civil and Criminal conrts, the 
present reveone and police organisation, and the operation 
of individnal rayotwari system in many places, ^e 
development of communications has also rendered possible 
effective administrative centralisation. . 

I 

(3) Growth of individiaalism —The corporate life 
of the village has also been much weakened by the 
development of the sprit of individnali«m even among the 
villagers. The oo'operative movement and the establish* 
ment of local Boards are, of coarse, tending to the revival 
of the old ideals of village antonomy, bat with a difference, 
becanse the old isolalionial policy is no longer pnrsned. 

(4) Revolution in tranaport.— The oonstroction 

of a network of Roads and Railways has finally broken 
np the hard shells within which the villagers were confined 
and a closer contact has been established between the 
village and the town, • , 

Characteristica of the village in traniition. 

(i) DtgtrucMon of the telf’8t0eing character cf the 
village. — The village now imports from outside many 
things on account of changes in standard of living and 
also exports many things to pay for those imports. 

{s) AUered etatm of the peaaant$.-^Vaie position of 
the peasmtry has bees adversely affected in thb follow* 
ing ways : 

(a) Tbron^oat India the undivided village otnnmon^ 
lands are open everywhere for the common use. Ihe 
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Gorernment, for from preserving these common lands for 
the nse of the villagers, have not infrequently transferred 
them to individnal proprietors. The appropriation of 
village commons has contribnted not a little to the decline 
of live>stoek in India. 

(b) Secondly, the creation of landlordism, the con* 
version of occupants into fnll proprietors, and the em- 
phasis on distinction between snperior proprietors and 
nndor-proprietors, have been the resnlt of the misunder- 
standing of the traditional Indian land distribution. The 
economic position of the small holder has snffered a 
decline, while the contrast between landlord and expro- 
priated peasants, between the increasing class of rent- 
receivers and the toiling agricultural serfs, indicates a 
critical stage in our tural history. 

(c) Thirdly, the system of individnal assessment and 
collection of land-revenue has resulted in the creation of 
an elaborate collecting agency which has added greatly to 
the cost of the administration. 

(d) Finally, the suppression of the rights of the 
village communities has left the peasants without econo- 
mic support from their class. 

(3) Altered natwe of the famine. Formerly, famine 
meant scarcity of food supply in a particular village on 
account of the failure of the harvest. Now-a-days on 
account of transport development food can easily be 
transported from a place where it is abundant to a place 
where it is scaree. ^8o fomine means money famine te. 
lack of purchasing power. 

^4) Introduction of money economy. The old barter 
system by which cultivators paid all their dues has been 
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replaoed hj lh6 lystem of cMh payme&to. Thiia« every 
single transaetiCNa in the village is oondaeted in terma of 
oash. 

(5) The village poptiHation hot alto lost a great deal of 
its did etability and immobility. The villagers can now 
-easily move, in large nombers, to the towns where they get 
factory employment This has led to great weakening of 
the inflnence of caste and statns. Thus, many (rf the 
villages of India remind ns of the doleful piotore painted 
in Goldssmith’s Deserted Village. The most lamentable 
feature of this aspect of tbe village in transition is the 
emigration of the landlords and the prosperons middle 
classes from the village to the town, 

Transition in Agriculture. 

The transition in agricnltnre has got four featnres des- 
cribed by professors Jatbar and Beri as follows : 

(1) Commercialisation of agrionltnre. 

(2) Creation of the landless proletariat. 

(•3) Increase in subdivision and fragmentation of 
holdings. * . 

(4) Scarcity of rural labour. 

The commennalisation of agriculture was due to two 
causes. 

(1) The Indian ryot ceased to produce fw himself or 
for his neighbours from whom formerly he obtained his 
other necessaries of life. The peasant began to’inrodnoe 
for the world market and thus he learnt to think in terms 
of eash. 

(2) Agriculture became more the wodc of specialisa- 
tion in the diffwent legions of India. Thus Bengal 
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speciallMd in Jute, Berar In cotton, 0. P. In oilseeds and 
the Punjab in wheat. 1%e other aspects of the egricnltnra! 
transition we take np later on when we study Indian 
agriculture. 


Transition in industries. 

In the old Belf*8ufEieing economic order, there were 
many rural and nrban crafts which ministered to the 
wants of the rich and the poor alike. The Industrial re- 
volution in India has affected practically all of them, 
though not in the same degree. 

(1) Transition in rural industries — Formerly, every 
village had its Carpenter, Cobbler, Blacksmith, Weaver, 
Potter, Oilman, etc. Thanks to the competition ol machine- 
made goods, many people who formerly plied these crafts 
have been compelled to leave them. The weaver has 
been bit the hardest by competition with mill-made cloths, 
both domestic and foreign. The blacksmith, the cobbler, 
the potter, and the oilman, — Sdl have lost a large part of 
their trade. These men have either swelled the pressure 
of the population on land thereby leading to greater 
fractionalisation of holdings, or migrated to the mills and 
factories to secure job as factory bands. Generally 
speaking, thcne village huidicrafts have survived which 
have been able to adopt semi-finished factory goods as 
their raw materials. 

(2) Transition in urban indtMtriea«-In the old 
economic regime, India had tnttjr ffonrishiog nrban handi- 
crafts soma of whitfii had attaitwd to wodd-wide cdebrity. 
nie muslins and aheU-bracdets Dacca, the ivwy goods 
of Mursbi^bad, the marble’ work of Jaipnr„nhe silver 
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filigree work of Oattaok, the ehawli end owpeti of 
Kashmir, uid tho perfomery d! Qaslimr.'-'these are some 
of the famods nrban crafts of lotmer days. The eoodonoio 
transition in India adversely alEeeted most of these handi* 
crafts, some of which have now hecome things of mere 
historical memory. 

Causes of the decline of old urban handicritfts. 

A detailed study of the oanses of the decline of the 
once famous handicrafts of India will be made in the 
chapter on Indian Industries. For our present purposes, 
we mention the following salient factors : 

(1) The disappearance of the old Native Conrta 
synchronising with the decline of the Moghul Emfdre 
removed the patronage which so long kept tbe^ artisans 
busy with tbeir tradea 

(' 2 ) The absence of the rise of an Indigenous market 
on account of the preference for cheap foreign goods. 

(3) The active competition of cheap machine*made' 
goods serionsly undermined the positions of these cottage 
products. 

4) Lack of financial credit, and of np>tQ«date tools, 
and raw materials was a further handicap. 

(5) The later policy of the East Indiu Company which 
was cglcolated to fadlit&te exports of raw materials ont of 
Ihdla, end imports of BrItUih mUMifscttued goods into 
India. 

(6) dovemment’s prolonged attltnde of indifference 
wldch WM fortified by the prevailing latsies faire ideas. 
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(7) The decline of the old Tnde goilds which so long 
functioned as benefit societiee of the artisans. 

Bat the trancdtion in industries was not merely destruc* 
tive. It had its constmetive side as well. It promoted the 
development of large scale industriei, large rcale planta- 
tions, and large scale mining. Of counse, the earlier phase 
•of the industrialisation of India amounted in effect to little 
more than the exploitation of her natural resources by a 
handful of British capitalists and enterprises. But later 
on, Indian industrialists also have resorted to modern 
methods of manufacture. 

Towns old and new. 

The economic transition has also affected the position 
of towns in modern India. Many of the old towns have 
disappeared, while a still larger number of new towns 
has come into existence. 

The causes of the decline of old towns. 

(1) Many old towns have disappeared or dwindled 
in importance on account of diversion of trade routes. 
Thus, towns on rivers or roads have become second-rate 
as they are far-removed from the trunk railway route e g. 
Mirzapore, Sagor, etc. 

(2) The decay of Cottage industries hhS also led to the 
-decline of many towns like Dacca, Mundiidafaad, Gaya, etc. 

(3) Diseases like Plague, Cholera and Malaria have 
also driven many people from their original urban abodes. 
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Cattles of the growth of new towni. 

(1) New oommereiaT centres have been brought into 
existence by the derolopment of Railways and Navigstion. 
Bombay, Karachi, Madras, 'Rangoon, Calcutta, etc. can 
be cited as illustrations of new commercial towns. 

(2) The growth of industries along modern lines has 
also brought into existence seTeral new industrial towns 
like Ahmedabad and Sbolapur with their Cotton Mills, 
Cawnpore with its woollen mills and leather factory and 
Jamshedpur with its iron works. 

(3) Famines have also driven many people to the 
towns where they live as wage*eamers thereby increasing 
the urban population. 

(4) The attractions of urban life have also led the 
Zaminders and other rich people to settle in the towns< 
which have consequently grown both in wealth and* 
population. 

(.')) Administrative reasons have also led to the develop- 
ment of new towns to serve as District, Divisional and 
Provincial Capitals. 

(6) Latlly, the facilities for higher education and the 
cultural atmosphere of the towns have also attracted 
students from their village homes, who naturally get 
accustomed to towndife and thus refuse to return to their 
village-home when their education is over* 

Goaclankm 

Thus we find the economic transition in India has 
largely affected most of the old features of the past econo- 
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mic order, though the proooBS has not yet ran its foil 
-coarse. Professors Wadia and Joshi have styled this 
economic transition as sadden transition from local self- 
sufficiency to international exchange. This description, 
however, seems to be a bit over-drawn. 

The medieval element in Indian raral economy is not 
yet a thing of the past. India has barely, passed from 
the first indastrial revolution and the predominantly rural 
bias of the Indian population still remains. The forces of 
competition are still encountering much opposition from 
the forces of status. Nevertheless, the spirit of moder- 
nism is burning brightly in the country and there is 
hardly any doubt that every aspect of Indian economic life 
will be moulded after its fashion in the long ran. The 
new wine cannot be oontained within the old bottle, and 
the resistance to changes will altimately break down on 
aocoant of the impact of sheer economic forces. 


A critical estimate of the Economic Transition 
in India. 

The Industrial revolution in India, better known as 
the economic transition in India, is chronologically mach 
later than its Irtish counter-part It could naturally, 
therefore, be expected to profit by the British experience. 
Unfortunately, hdwevw, in India we have allowed all the 
familiar erils of indnstrialism to ^ipear vdth all their 
hideonsness in our midst tc^ther with some peculiar 
■erils of our own, little compensated by the beu^ti (d the 
Industrialisation of Great Brhain. 
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Indiutiial RevoIudoD in India and dteware. 

A comparison and a contrast* 

(1) In England, the indnstrisl revolution led to the 
nrbaniBstion of the overwhelming majority of the popu- 
lation. In India, it has Intenrtfied the mraliaation of the 
population by destroying the rural handicrafts and thereby 
compelling the artisans to swell the pressure on land, and 
by denuding the country-side of its wealthier members. 

In England, the numerous factories, mines, dockyards 
and transportation services absorbed most of the rural 
workers. The meagre industrial development of India 
could employ only a very small percentage of her huge 
rural population. Thus, the industrial revolution had the 
desolating effect of a blizzard on the snng conntry-side 
of rural India. 

(3) Secondly, the Indnstrial rerolntion in England 
led to great economic and social transformations. A new 
aristocracy emerged, the Knights and Barons of looms and 
factories, who challenged the old feudal organisation of 
society, and who with their fabnlons incomes did mnoh to 
adorn and enrich the different aspects of British life. In 
India, nn fortunately, the Industrial Revolntion originally 
took the shape of the economic domination of the people 
by British capital and enterprise. The natural resources 
of the country became mthlessly ezploited to swell tbo 
fortnnes of a few Anglo-Indian families. Thus came into 
existence the British vested interests in India whiob have 
not only actively stood in the way of the economic 
regenetarion of India but also have proved to be a great 
stumbling block on her road to political freedom. The 
enly benefit to India from this alien expldtatioa has been' 
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the employment of a few lakhs Of low paid labonrers. It 
is only in the 20th oentnry that purely Indian indus- 
trial concerns came into existence, the only notable 
exception being the cotton mill industry of Bombay which 
was first developed in the 19th century. 

(3) Thirdly, in India as elsewhere, the economic 
Transition has brought about a complere change in social 
values. Formerly, plain living and high thinking was the 
generally accepted ideal. But now-a-days, the virus of 
capitalism has permeated the whole social system. All, 
except a very small mioority, are now moved almost 
exclusively by economic considerations. Money, more 
money—this has become the universal goal of life. Men 
are judged and respected, not so much for their learning 
or character, as for their wealth. In the quest of the 
yellow metal, moral considerations are being more and 
more set aside. Thus, the traditional simplicity and purity 
of Indian life is being gradually destroyed. 

DIFFERENT VIEWS ON THE ECONOMIC 
TRANSITION. 

(1) The views of Mahetma Gandhi. 

The economic transition in India has produced different 
types of re-actions on different minds in India 

Mahatma Gandhi for instance, has regarded it with un- 
disguised feelings of horror and alarm. He has been much 
influenced by the writings pf Rnskin and Tolstoy, and he 
pines for the good old days when the artisan sat at his 
work in his humble cottage, surrounded by his wife and 
children. Accwding to his analysis, the root of all tronblea 
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is the machinery. He iSt accordingly, an uncompromising 
re- actionary, and he firmly believes that India and the 
world can be saved only by going back to medieval ways 
and methods. 

This characteristically heroic solution of the fundamen- 
tal problem of modern civilization, however correct it 
might appear in analysis, is generally regarded as impracti- 
cable by most people. In these days of close inter- 
knitting of nations, it is impossible for a single country 
to reject all modern industrial and mechanical equip- 
ments Moreover, it is open to question whether India, 
with her vast and ever increasing population, steeped in 
the direst poverty, can afford to do without mechanical 
appliances by which production can be largely multiplied. 
J.astly. the Mabatmic solution can well be criticized as 
suffering from distrust simply on the ground that it can 
lend itself to abuse, The real culprit is human nature 
itself. The goal of the reformer, therefore, should be to 
reform human nature itself rather than to reject the 
machinery. 

(2) The British view. 

British officials and non-officials have greeted this 
economic transition with feelings of great joy and rejoicing. 
They are definitely of opinion that the true solution of 
India's poverty lies in the rapid industrialisation of the 
country, and that in this process of industrialisation 
British capital and enterprise foe sometime at least has to 
play a large part. 

While we might agree with the first part of the British 
view, we record our strongest dissent from the second part. 
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From onr past experience, we have learnt that the plesv 
for foreign capital to expedite India’s economic develop- 
ment has in effect amounted to little more than a plea for 
the continuation of the old colonial policy. India can 
never willingly accept the position of a milch- cow for 
Britain or for any other foreign country. 

(3) The view of Indian Economists and public men. 

Indian economists and public men are in favour of 
rapid industrial development which, in their opinion, 
holds the master-key to the solution of the stupendous 
problems of mass poverty and middleclass unemployment. 
But they want it along strictly national lines. India must 
not be a mere imitator of the west. She must find i out 
means by which she can avoid the evils of the western 
industrialism, while retaining its benefits. 



CHAPTER VIII. 


AGRICULTURE. 

INTRODUCTION. 

The importance of agriculture in India. 

(1) The importance of agricnltnre can hardly be 
exaggerated in India where nearly 7()‘^ of the total popn- 
lation depends directly npon land, and another 30/ 
depends indirectly upon it for their sustenance. Thus 
agriculture is the most important single industry in 
India. It has always been so in the past, though the 
pressure upon land was somewhat less on account of the 
existence of flourishing cottage industries. And as far as 
we can foresee, it will always continue to be so in future. 

(2) Agriculture provides not only all the food-grains 
and raw materials consumed in the country, but in normal 
years provides a large surplus for export. Ipdia is thus 
self-suilicient as regards her requirements of food and raw 
materials. This is a great advantage from many stan<l- 
points. In the first place, it saves India from the land- 
hunger which lies at the basis of modern imperialism and 
war. Secondly, it is a great asset in times of war, as 
India can not be starved into surrender by means of mines 
or submarines. 

(3) India’s manufactures also depend upon her agri- 
culture in two ways. Agricnltnre supplies the raw 
materials for our industries. For example, the Indian 
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Cotton mill indnstry ia possible becanse of the local 
supply of raw cotton, while the raw jnte of Bengal 
supplies the basis for the Jute Mills of Hooghly. More- 
over, the quality of our manufoctnre will improve with an 
improvement in the quality of the raw materials. E g. It 
will be possible to manufacture superior grades of cotton 
piece goods as soon as raw cotton of the long staple 
variety can be produced in abundant quantities. Secondly, 
Indian manufacturers get the largest market for their 
food in the home market. As 90% of the people are 
agricnlturists, whether directly or indirectly, necessarily 
the overwhelming majority of the buyers of manufactured 
goods are agriculturists. Thus the interests of agriculture 
and manufacture are closely interlinked. 

(3) Agriculture is the main basis of our foreign trade, 
and the main instrument for maintaining exchange stabi- 
lity. We pay for our iipports of manufactured goods by 
exporting our raw materials and food-staffs. Moreover, 
we have to meet an extra obligation, known as the Home 
charges. This is also paid out of our surplus exports. 

(1) Our public finance also depends upon our agri- 
culture. If agriculture fails, all the sources of our income 
shrink. There is less revenue from land, as the ryots 
have little surplus. Revenue from excise, salt, and 
customs shrinks as the consumption of commodities falls. 
There is less Income-tax revenue, as all incomes become 
small. Railways’ receipts show a deficit as there is a 
lesser traffic. Posts and Telegraphs show smaller earnings 
a^ people avail themselves less of their facilities. On the 
other hand. Government’s expenditure increases on account 
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of Famine relief or of increased Police expenditure to 
combat crimes and dacoities. 

The Backwardness of Indian Agriculture. 

1. According to the Indian Sugar Committee, India’s 
output of sugar per acre is less tban 1/3 of Cuba's, 1/0 of 
Java’s and l/7th of Hawaii’s. As regards cotton while 
the U. S, A. produces 200 His. and Egypt produces 4.'>0H)a., 
India produces only 8.5 lbs. per acre. ' And as regards 
wheat while England produces 1910 tbs., India produces 
only 814 lbs. per acre. From the above figures it must be 
quite apparent that the agricultural industry in India is 
one of our depressed industries. 

Need for agricultural development. 

2 . The need for agricultural development is very 
great from all standpoints. 

(1) First, it will increase the purchasing power among 
the masses and raise their standard of living. 

(2) Secondly, it will provide increased food supply 
for the increasing population of India. 

(3) Thirdly, it will help to develop India's manu- 
facture by supplying a ready home market for Indian 
manufactured goods. It will thus directly or indirectly 
help all the economic groups in the country including the 
Government. 

There can be no doubt then that agricultural improve- 
ment holds the key to an all-round national reconstruction 
and all projects of Economic planning for India must be 
tested by their bearing on the position of the Indian ryot. 
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Defects of Indian agriculture. 

The defects can best be studied under the 4 heads : 
namely, (1) Land, (2) Lotboar, (3) Capital, (4) Organisa- 
tion. 

Defects of Land. 

As regards land, the first thing to notice is the climatic 
condition. We have already studied how Indian ugri> 
culture is a gamble in rainfall. Of course, the helplessness 
of the ryot has been much lessened in those areas where 
artificial irrigation has been resorted to, but still a great 
deal of lee way has yet to be made up in this direction 
before conditions can bo regarded as satisfactory. More- 
over, the gradually decaying rivers and the change of 
course of some of the rivers brought about by natural or 
artificial causes had also an adverse bearing upon the pro- 
ductivity of the land in some cases. 

(2) The second great defect of land is the excessive 
sub division and fragmentation of agricultural holdings 
resulting in the creation of uneconomic holdings in many 
cases. This one factor is suiiioient to reduce Indian 
agriculture to a state of extreme inefficiency. 

(3) Thirdly, no adequate land survey has so far been 
made so that no body knows the adaptability of difl'erent 
pieces of soil for different kinds of crops. 

Finally, on account of lack of proper manure, most 
Indian soils have deteriorated as regards their natural 
lertility, though in the opinion of experts like Dr. Voelcker 
and Dr. Clouston the lowest point of deterioration has 
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been reached a long time ago, and no further deterioration 
is taking place today. We next turn to labonr. 

Defects of Labour. 

The problems of labonr relate first to the ryot himself 
and secondly to the land-lord. 

I. The Indian ryot no doubt has received much enco- 
miums from great European experts like Ur. Voelc-ker 
vrho have been much impressed by the diligence and 
industry of the peasant during the agricultural season. 
Nevertheless there can be denial of the fact that the 
Indian peasant compared to his prototype in the advanced 
countries of the world is very ineificient. 

Causes of inefficiency. 

The causes of the ryot’s ineificiency are partly to be 
sought in his environment, and partly in himfelf. 

(1) For one thing he is physically unhealthy thanks 
to his poverty, the national system of diet, the insanitary 
conditions of his surroundings and dwelling house, and 
above all, the ravages of diseases like Malaria, Kalajar, 
book warm and other tropical diseases. 

(2) Secondly, the Indian ryot is illiterate and ex- 
tremely conservative. His methods of agriculture are 
quite primitive, although those primitive methods do 
conceal a great deal of scientific truths evolved by the 
experiments of centuries. On account of his conservatism, 
he does not easily receive new ideas which might be 
spread out before him. The only remedy seems to lie in 
widespread dissemination of literacy especially among ' 
the women-folk who form the greatest ’strong-hold of 
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conservatism. Increased contact between the towns and 
the villages, nse of rnral broad-casting, and subtle propa- 
ganda by all conceivable methods, are alone likely to sap 
the foundation of conservatism in the long run. 

(3) Above all, the Indian ryot is extremely fatalistic 
and unambitious. The uncertain nature of the monsoon 
and the systematic administrative exploitation of centuries 
have made the ryot perfectly resigned to his unhappy lot. 
He has no determined desire to improve his standard of 
living or to attain a state of financial ease and solvency. 
In such a back-ground all efforts to improve the producti- 
vity of agriculture must necessarily fail. Hence as the 
Royal Commission on Indian Agriculture has pointed out. 
the most fundamental problem of rural reconstruction is 
to improve the morale of the ryot himself. We have to 
inspire in him an aspiration for a higher standard of 
living, and the inertia of centuries can be broken only if 
the state in all its Depiirtments, Agricultural, Veterinary, 
Education, Public health, and Executive, makes a frontal 
attack on this problem. 

Landlord's part in rural economy. 

II. Secondly, (1) The land- lord who gets his living 
from the land must recognise that his privileged position 
can only be justified by his functions. The curse of 
absentee land-lordism from which India suffers so acutely 
is only another proof of the fact that land-lordism is no 
more than a vicious anachronism under present condi- 
tions. The land-lord can justify his existence only by 
living among the villagers and showing an example in the 
matter of ideal farming and ideal husbandry. 



A6RICULTURB 


105 


(2) It is his doty to undertake permanent improve- 
ments of land, and to make rural life more attractive 
which alone can stop the progressive denudation of Indian 
villages of their comparatively prosperous inhabitants. 

Defects of Organisation. 

We next come to organisation. — Indian agriculture is 
disorganized in many respects. 

(1) The lack of economic holdings and of permanent 
improvements is a serious defect in internal organizations. 

(2) Another serious shortcoming is the fact that the 
ryot has practically no subsidiary industry to keep him 
employed daring the long agricultaral slack season. 
There is a tremendous waste of rural labour on account of 
the fact that the agricultural season does not normally 
extend over more than three or four months. Tho possi- 
bilities of Khaddar or Dairy farming, fruit-growing, seri- 
culture, lac'culture, mat-making, pottery, toy-making and 
other rural industries should be fully explored in order to 
make agriculture thoroughly organized and based upon a 
solvent footing. 

The marketing Problem in agriculture. 

(3) But the major problem of organization is that of 
marketing. With the commercialisation of agriculture, 
the marketing problem has become very acute. The 
Indian cultivator normally does not get the full value of 
his own produce. He has to depend either on the land- 
lord or upon other professional middlemen who do not 
hesitate to intercept the major part of the profits of agri- 
culture. What we require (o-day is to organize the market 
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for Indian goods after the example of Bombay and Berar 
Cotton markets. 

Some Suggestions of better marketing devices. 

(a) The possibilities of Co'operative marketing have 
been much emphasised by the agrionUnral and Go'opera* 
tive Departments of the Government. Co-operative Cotton 
Sales Societies have already been stai*ted in Bombay, the 
Central Provinces and the Punjab. The principle of co- 
operative sale has also been extended to commodities 
other than cotton. Nevertheless it must be admitted that 
the co-operative movement in this respect has not succeed- 
ed much on account of several inherent defects and parti- 
cularly on ground of inadequate finance. Other improve- 
ments in the marketing organization are also called for. 

(b) There can hardly be any large scale marketing for 
any distant customers unless proper grading, uniformity 
of quality from year to year and proper packing are resort- 
ed to. The Berar cotton market is an ideal one in this 
respect. 

(c) Marketing surveys are also essential, and for that 
purpose a trained personnel is essential. 

(d) Another possible improvement is the provision of 
ware-housing facilities and the issue of ware-house certi- 
ficates to the growers which should enable them to take 
advances against these certificates from Co-operative and 
other Banks. In this respect the American system of 
licensed ware houses and the Egyptian system of loans 
against cotton security are good examples for India. 

(e) The Grain Elevator System, by which grading and 
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storing are facilitated, has also great possibilities from 
the marketing standpoint, though the cost is rather pro- 
hibitive. 

Defects of Capital. 

Finally, we come to the problem of Capital. The 
Capital equipment of the ryot is very miserable in as 
much as it consists of not more than a pair of bullocks, 
some iron ploughs and the necessary seeds. There is no 
facility for long term permanent improvements, nor even 
for temporary improvements. The only capital that the 
ryot possesses is generally working capital only ; and even 
here the ryot’s position is so very precarious that when a 
bullock dies or his ploughs are broken, he has to go to 
the mahajan for necessary credit in order to tide over his 
dilTicnlties. 

The lack of capital is one of the prime causes oi the 
low productivity of Indian agriculture. In the western 
world agricnltnral productivity has been much increased 
by capitalistic farming and by the adoption of scientific 
implements like the motor tractor and by .undertaking 
« large scale improvement in the shape of proper irriga- 
tion and proper manure. 

The condition of the cattle is so very miserable that 
the ryot does not get from it all the benefits it could have 
otherwise obtained. The Royal Commission Report has 
greatly emphasised the need for healthy cattle for sohing 
the problem of Indian agriculture. It is a matter of great 
congratulation that the first official act of Lord Linlithgow 
was to popularise the idea of stud-bulls in India. In a 
word, there can hardly be any substantial increase in 
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agricnltnral productivity unless the capital reqnirementa 
both as regards fixed capital and as regards intermediate 
and working capital are properly met. We now proceed to 
discuss some of the more important specific problems of 
Indian agriculture. We first take up the problem of 
subdivision and fragmentation of agricultural holdings. 

Subdivision and Fragmentation of holdings. 

As we have already said, the acute subdivision and 
fragmentation of land is one of the major causes of agri- 
cultural backwardness of India. The term mhdiviaion 
i‘efers to the fact that the original farm of a particular 
cultivator becomes equally divided amongst his successors 
after his death. The term fragmentatmi refers to the 
peculiar way in which the share of each inheritor is deter- 
mined. Instead of getting in a compact area his total 
share of the landed inheritance, each successor gets an 
equal share of each part of the total inheritance. The 
result is that each individual plot becomes so small that 
profitable cultivation becomes, in most cases, impossible. 
The Hoyal Commission on Indian Agriculture has observed 
that there are four distinct problems to be dealt with. 

(1) The sub-division of the Holdings of right-holders. 

— This is due to the Laws of Inheritance prevalent amon g 

the Hindus and the Moslems. 

(2) Sub-division of Holdings amongst cultivators — 
This sub-division becomes accentuated on account of the 
loss of economic equilibrium. 

(3) The Fragmentation of Holdings of the right- 
holders.— This is also due to the Laws of Inheritance, 
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(4) Fragmentation of Holdinga amongst cultivators. 
It is a much greater evil than the Fragmentation of land 
of permanent right-holders. 

Extent of the evil. 

The extent of the evil can easily be realised from the 
following fignres as regards the size of average holdings 
per head. In Bihar and Orissa the tenant-holding averages 
less than half an acre, though the average per cultivator is 
3'1 acres. In Bengal it is 31 acres per cultivator. In 
Assam it is 3 acres while in the United Provinces it is 
2'5 acres. In Madras and Bombay it is less than 2 or 3 
acres. As Dr. Mann has said, “In the pre-British days 
and the early days of the British rule the holdings were 
usually of a fair size ; frequently more than 9 or 10 acres, 
while individual holdings of less than 2 acres were hardly 
known. Now the number of holdings is more than double 
and Sl% of these holdings are under 10 acres in size ; 
while no less than 60% are less than 5 acres." 

Evils of Sub-division. 

» 

The case against subdivision and fragmentation can be 
summarised as follows : — 

It involves a huge waste in various ways : — 

First, it entails much loss of time as the ryot has to 
pass from one plot to another with his bullocks and 
other implements. 

Secondly, the cost of fencing becomes prohibitive and 
in the absence of fencing much depredations are made by 
the roaming cattle. 
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Thirdly, Irrigation becomes difficalt if not impossible, 
as separate wells have to be dug in all the different plots. 

Fourthly, the ryot cannot establish his dwelling honse 
in tiie midst of his farm which would -have given him 
great facilities for constant watch and supervision. 

Fifthly, much land is lost by way of borders between 
different plots of different ryots. ^ 

Sixthly, the ryot in order to make short cuts generally 
prefers to pass through the neighbouring field with his 
))nllock which not infrequently occasions ihnch bitterness 
sometimes ending in litigation. 

Seventhly, the ryot cannot employ labour-saving 
devices like tractors, threshers, winnowers etc. nor can 
he easily move good manure from one plot to anothi*r. 

Lasthi, subdivision and fragmentation leads to the 
creation of many uneconomic holdings. 

The size of an Economic Holding. 

The average size of an agricultural farm differs from 
country to country on account of different physical, social, 
and economic conditions. In England, where the law of 
primo-genitnre prevails, the average size is It* acres, and it 
tends to increase on account of constant ad<lition by pur- 
chase etc. In America the average size is 14 actes, while 
in Japan it is only 3 acres. 

In fixing the ideal size, we have to take into consider- 
ation both the nature of the soil and the resources of the 
cultivator. For example, the size should be bigger on the 
plains than on the hill-slopes. Again, where the land is 
very fertile and fit for growing a profitable crop, the size 
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can afford to be smaller than in comparatively infertile 
and arid districts. 

With these preliminary observations, we proceed to 
state the different views given by experts on the size of 
Economic Holdings in India. 

Different Conceptions of Economic Holdings. 

(1) Mr. Kealinge in bis "llitral Economy in the 
Bombay Deccan” observes that an economic holding “is a 
holding which 'allows a man a chance of producing 
sufficient to support himself and his family in ren/tonable 
comfort after paying his necessart/ expenses. In the 
Deccan an ideal economic holding would consist of (say^ 
forty or fifty acres of fairly fertile land in one block with 
at least one good irrigation well, and a bonse ^itnated 
on the holdinj^.” 

(2) Dr, Mann in his Land and Labour in a Deccan 
village defines an economic holding as “one which will 
provide an average family at the minimum standard of 
life considered satisfactory.” He considers thirteen to 
twenty acres of dry and garden land as the «v50Romic size 
of a holding. 

(.‘D According to the Baroda Committee, an ideal 
economic holding consists of to .lO bighas of fair land> 
in one block with at least one good irrigation well and a 
honse situated on the holding.” 

(4) Prof. Jevons holds that a moiiel holding should 
be determined at such a size as to enable the agriculturist 
to enjoy a high standard of life. He considei’s the reQui” 
site size to be between 20 and 30 acres. 

(5) As all the above definitions are somewhat vague 
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in aa mnch as there can be different interpretrations of 
what reasonable comforts or satisfactory standard of living 
might mean. Professors Jathar and Beri have snggested 
that economic holdings should imply optimum holdings. 

The term optimum refers to that precarious point at 
which the law of increasing returns has just ceased to 
operate and the law of diminishing returns has not yet 
begun. It is the point of technological equilibrium which 
relates a particular size of land to a particular stage of 
industrial art. Productivity of agriculture must necessarily 
become less as soon aa the size of a plot of land becomes 
less than the optimum size. 

Possible Merits of Fragmentation. 

Nevertheless subdivision and fragmentation of land is 
not an unmixed curse. A case for it can be made out on 
the following grounds : 

First, when the number of plots correspond to different 
types of soil suitable for growing different crops in 
different parts of the year it gives the cultivator employ- 
ment all the year round. 

Secondly, it forms a sort of natural insurance for the 
cultivator against the chances of failure of any particular 
crop due to natural or economic causes. 

Thirdly, It is responsible for a wide diffusion of 
ownership of land in the rural areas which is one of the 
stabilising factors cf the modern socio-political system. 

-Conclusions. 

In conclusion, however, we must admit that the evil 
is overwhelmingly a reality while the good is just a 
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remote possiblUty. We esree urith Dr. libinn’fl ramark that 
**U has all the evila ot very small holdings In that it 
prevents the nse of machinery and labonr-saving methods ; 
end on the other hand of large holdings, in that it hinders 
the adoption of really intensive onltivation by hand- 
labour : which is the great advantage of the small holder.*' 

Causes of Sub-division and Fragmentation. 

(1) The catues are primarily to be traced in the laws 
of inlaritanee and suecesaion by which the property of 
the predecessor is divided into equal parts among all the 
successors. As these laws have been prevailing in India 
from times immemorial, one might ask why is it that 
this problem was not at all acute in pre-British days. 
The answer to this question is to be found in the other 
changes that have occurred since in the socio-political 
system of India. 

(2) Among these changes the most important factor 
is the loaa of economic eguilibrium. The competition 
with British factory products coupled with the hostile 
policies adopted by the East India Company succeeded in 
killing most of the flourishing cottage industries which 
tomerly gave employment to a large section of the rural 
population in India. With the destmctiou of old cottage 
industries and in the absence of rapid industrialisation, the 
ruisl masses had to fall back upon land as the only source 
of their livelihood. The laws of inheritance showied the 
way by which they could get hold of land and this in 
turn led to subdivision and fragmentetion. 

(3) Tha growth cf the spirit of individucdUm asso- 
^ated with the introdnoticHi of Western Cultnre in India- 
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most also be regarded M another important came of this 
eyil. Under the Joint family ayetem, the lands vrtsn onlti* 
yated In common by all the members of a big Joint fomily. 
Bat tbe indiyidnaUst spirit would not allow this oommn* 
nal onltiyationi and as indiyidnal rights began to be assert* 
ed, the sobdiyision and fragmentation of lend became a 
necessary oonseqnence. 

4. Last of all. we might mention among the main 
ceases the txcttrive growth of pcpulation in India with 
the establishment of pax Britanniea. As popalation 
grows, the total size of the land being fixed, the individaal 
share necessarily becomes less and less. 

Remedies of Subdivision and Fragmentation 

The problem of sabdiyision and fragmentation is by 
no means the monopoly of India and other countries had 
also to face it and to try to solye it. In India yarions 
experiments have been made or proposed to remedy this 
evil. 

(1) We might first refer to the Co-operatiye experi* 
ment which has been tried rather saccessfally in tbe 
Punjab Canal colonies. The success of co-operation, 
however, has been due to certain apeeial factors in the 
situation. First, tbe populatton there is homogeneous. 
Secondly, the system of land tenure is simple, and 
the area in Question is comparatiyely new. Moreover, 
it has checked fragmentation rathw thau subdirtsion. 
As regards the latter some check has been imposed by 
restraints on alienation and in some cases by o<mferrlng 
inberitance on a sinide heir. It is clear that ooK>peration 
^cannot be a universal sdution of this problem. 
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(2) Pemisflive legislation has been tried in fiaroda 
bat it has been a dead letter from the rery beginning. 
In the central provinoes a ConuAvdation of Hatdingf 
Act was passed in 1928 enabling not less than half of the 
permanent tennre-faolders owning not less than 2/3 of the 
total area to combine together in an act of consolidation 
which would have a binding effect on the rest and on 
their successors. At present this experiment is limited 
to one division only. 

(3) In Bombay. Hr. Keetinge drafted a Bill in 1916 to 
enable tenure-holders to reconstitute permanent impartible 
economic holdings. 

Tho Billy however, was never introduced on account 
of adverse criticism. In 1927 the Bombay Small Holding 
Bill was introduced in the Bombay Legislative Council. 
It envisaged a machinery for prescribing a standard unit 
of coltivation, all units below which were to be declared as 
fragments and it restricted alienation of fragments except 
in the interest of consolidation. It also contemplated 
consolidation of existing fragments. The Bill, however, 
was thrown out because it was alleged, it Ihvolved an 
element of compulsion and also because it would lead to 
the creation of a vast landless proletariat. 

Conclusion 

Such then is the brief history of the main experiment 
made in India for this purpose. 

(i) The main solution inonr opinion is likely to 
eome from a restcration of economic equiUbrinm by pur- 
suing an tU round recovery-plan for Ihdia involving rapid 
industrialisation und the rerival o£ Oottafte loduatriea. 
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(2) The Egyptian oaBtom bos been raggeeted for 
Mahomadans by wbiob the land is enltivated by only 
one of the heirs on behalf of every one, while for Hindus 
the joint oultivation system has been suggested by wbioh 
all the members of a family would cultlvato in common 
and then distribute the produce among themselves. 

(2) It is clear that some amount of oompulsory legis* 
lation would be necessary, but as the Royal Commission 
on Indian agriculture has pointed out, legislation should 
be a supplement to education and not a substitute for it. 
A great deal of propaganda is necessary to convince the 
ryot about the merits of consolidation. 

How other Countries have met this evil of 
Sub'division. 

The problem of sub'division of agricultural holdings 
is by no means the monopoly of India. Other countries 
have had to face it in the put, and they have made their 
own solutions, 

ri) Austria has recognized the principle of hereditary 
indmsibility of farms which are exempted from claims 
for debts. 

(2) In Italy the state advances loans against the 
mortgage of land, and thereby promotes the formation of 
economic holdings. 

(3) In Japan there is a permissive* legislation which 

enables a certain majority of the landrowners in a village 
to apply for forcible ra<allotment of land, each man ob- 
taining a consolidated block approximatdy eqnal in value 
to the pieces of land surrendered by Idm. v . 
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(4) Egypt pusad the five Feddan Lew to mtrlot Bob- 
division beyond the size of an eoonomio holdings Aooor- 
ding to it. “althongh land is normally divided amongst 
the heirs, it is aotnally left in the hands of one to onltivate 
on behalf of the whole number or may be handed to 
trustees to manage for alL 

II. EXPORTS OF FOODSTUFFS AND RAW 
MATERIALS. 

I. Arguments for and against exports of foodstuffs. 

(1) Certain oritlcs have Buggeated that there should be a pro* 
hibition of the export of foodstuffs having regard to the fact that 
many Indians do not obtain enough food for their oonaumpt ion. 

It is suggested that if exports were forbidden, the domestic supply 
would increase, the price would fall enabling the people to consume 
more. 

The above view, however does not seem to be valid : 

(1) Export of foodstuffs forms a small fraction of the total out* 
put and as such its retention within the country will not have 
much effect on the prices. 

(2) Again it has been suggested that artificial lowering of the 
prices of foodstuffs might induce the cultivator to iresort to the 
production of non-food crops— which would naturally defeat the 
purpose of the policy of restriction. This argument, however, does 
not possess much force in India on account of the ignorance and 
conservatism of the peasantry. 

(3) Our principal argument against the policy of restriction ip 
that it would prevent the cultivator from getting the benefit of the 
world-price without bringing about corresponding benefit to the . 
consumer ; 

(4) And that the real remedy lies in increasing the purchaslog 
power of the masses by an all-round recovery-plan. 

(5) The Fiscal Commission argued that the normal export, 
surplns provides a great natural resource upon which India can 
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fall In times of emeiyenoy. This view, also, seems to be monreot 
as a great emergency ie likely to be so mvoh disturbing that 
the normal export surplus will not suffice to meet the situation. 
We are, therefore, not In favonz of artificial restrictions of the 
export of foodstuffs. 

Exports of Raw Materials. 

Arguments lor restriction. 

The unrestricted export of raw materials has been 
criticised on the following grounds : 

(1) It leads to the substitution of non>food-orops for 
food-eropa on account of the higher price of raw materials. 
This might ultimately lead to a gennine shortage of food- 
.snpply. 

Secondly, the high price of raw materials places Indian 
mannfoctnrers at a disadvantage in their competition with 
foreign manofhctnrers. If exports were prohibited the 
price of raw materiali wonld fall and that would facilitate 
the rapid indastrialisation of India It is a pity that 
foreigners find it profitable to buy raw materials from 
India and then to tom them into mannfactnred goods 
which they sell in India in defiance of Indian 
mannfaotnrera. 

Thirdly, the production of heavy non-food crops like 
oii'ieeds leads to the progressive deterioration of the 
natural fertility of the soil and this is a serious calamity 
in an agricultural country like India where little scdentifio 
‘manuring is practised. 

Arguments againat restricrion. 

The above argument, however, does imt seem to be very 
sound. 
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Aa regards Ihd contention, elthongh mbetllntion 
is poBsibie end eottnllr has taken place to some extent, 
these is no reason to belieTe, having regard to the ignorance 
and conservatism of the peasant, that there will be any 
large'scale movement from the prodnotion of food-crops 
to that of non-food <»ops, so as to imperil the natural food 
snpply of the country. 

As regards the second argument, we might obierve 
that it is extremely unjust to deprive the peasant of the 
full-value of his output for the sake of Indian manufac- 
turers. If industrialists are to be helped, there are various 
other methods open to the Government than the suggested 
one of lowering the price of raw materials by artificial 
restrictions. 

Finally, as regards the third contention we might 
observe that expert agriculturists like Dr. Clouston have 
repudiated the idea of a progressive deterioration of the 
inherent fertility of the Indian soiL Of course, if oil’Seeds 
could be utilised for manurial purposes, things would be 
quite all-right But then the remedy, in the opinion of 
the Agricultural Commission, lies in the development of 
the oil crushing industry. 

Conclusions. 

We thus conclude that there should be no compolsory 
restriction of the export of Indian raw materials, though 
a moderate duty on <nl-seeds export may be justified. 

Nevertheless (me cannot feel happy with the m^esent 
situation, nte right use of Indian raw materials will be 
made only when they will be absorbed by Indian manu- 
faetttrihg industries. Till then India's ecomnnio status will 
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be no better than that of those colonies whidi eKpwt raw 
materials and impart manufactured goods* 

III. PROBLEM OF IRRIGATION. 

The inaportance of Irrigation in India. 

Agrioolture. as we have already seen, has always been 
by far the most important industry in India, maintaining- 
to>dsy, whether directly or indirectly, about 90^ of the 
total population. The peculiar nature of the Indian 
monsoons has always rendered artificial irrigation neces- 
sary. Even in the Hindu and Moghul Period of Indian 
history, enlightened rulers never failed to recognise the- 
imperative necessity of artificial irrigation. The British 
Government, with greater scientific knowledge at its dis- 
posal, is thus carrying forward an old tradition of the 
country only in a more systematic manner. 

We sum up below the main reasons which lend an 
exceptional importance to irrigation in India. 

(1) As there are some parts of India which get only 
a nominal amount of rainrfaU throughout the year, these 
places could not be cultivated at all without the help of 
Irrigation e. g, Sind, Rajputana, parts of the Punjab. 

(S) Again there are tracts where the rain-fall is un- 
certain and preeariout. Here also agriculture can not be 
pursued as a normal occupation, without artificial Irriga- 
tion. 

^3) Rain-fall everywhere is irregttlatly distributed 
throuf^out the seasons. Hence artifiidal iniftation is 
essttitial for raising a second or third crop. 

(4) Intensive cultivation or the onltiyation of certain 
heavy eommeroial crops requires artificial irrigation* 
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(5) Irrigation, ht nMng the prodnotMty ot the soil, 
aerrea to ianeaae the talne of land, thereby improving 
the finonoial poaltion of the ryot. 

(6) Irrigation rendera poatible the abaorption in agri> 
culture of an inereaae in population. 

How to prevent waatage of water. 

The problem of Irrigation ia not merely one of increase 
of water supply to areas which are not regularly and ade- 
quately served by Nature, but also one of avoiding was* 
tage of water. This can be done in the following ways : 

(1) By afforeelaiion. 

“Forests regulate the Sow of rivers, prevent floods, 
and furnish springs with a perpetual supply of water. 
Nature mainUdns through ferests the moisture necessary 
for the life of men and beasts.” 

(2) By tfte preaervaiion of rain water. 

A great deal of rain-water is wasted on account of 
the lack of proper preserving methods. This waste is also 
accompained by constant erosion of the snrfape soil which 
results in a great loss of fertility. 

(3) By dry Farming. 

It is possible to preserve the moisture of the soil in 
dry tracts by a proper selection of crops. 

Developnaeat of Irrigation in India. 

The part whieh irrigation pli^s in the rural economy 
of different provinces varies greatly from Province to 
Province, hat it ia of chief importance in Sind, the Punjab^ 
the North West frontier Province, Madras, United Provinces 
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«nd Behar and Orissa. Oa aa aTerage daring the five 
years from 1921 to 1925 nearly fifty million oeres were 
irrigated by Ooremment and private irrigation works. 
Practically half the total area irrigated is irrigated by 
canals, the remainder being irrigated by tanks, wells and 
other sources. 

Classification of Irrigation works in India. 

Irrigation works can be classified under three types : 

(1) Wells including tube-wells. 

(2) Tanks. 

(3) Canals. 

I. Wall-Irrigation. 

Well-Irrigation is one of the most ancient and familiar 
forms of Irrigation in India. It accounts for abont 30 per 
cent of the total irrigated area of India, There are abont 

million wells ecattered in the different parts of India, 
which have been dug at a total expense of Rs. 100 crores. 
These wells are of all kinds, varying from mere holes in 
the ground to elaborate masonry strnctnres of great 
width and depth or tubes of small bores from which by 
power pumping large snpplies of water can be obtained. 

A pecnliarity of wells is that they mostly represent 
prtvate enterprise, though the Government sometimes 
^ assist their constrnction by making takkatrl advances or 
by exempting the improved land from Mtra assessment. 

There is a great scope for the extension of weH ifriga* 
tion in almost all the provinoes of India. As an instra- 
ment of irrigation, wells ate even more yaloable than 
canals. Where individual holdingl aie too small to 
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permit tbe individual sinking of wells, oo-operation might 
Inrnidi the neeenury solution. 

II. Tanh^lrrigatfoa. 

With the exception of Sind and the Punjab, tanks are 
found in all the provinces of India. They are of various 
sizes, ranging from the ‘great lakes constructed by the 
erection ot dams across riven to the small village tanks. 
Madras possesses more tanks than any other province 
in India, the total number being over 35,000 serving 
nearly 3 million acres. Tanks, like wells, are chiefly the 
tesults of private enterprise. 

Ill Caaal.Irrigetioa. 

Irrigation canals can be classified under three heads t 

(1) Inundation Canale. 

( 2 ) Perennial Canals. 

(3) Storage Canale. 

(1) Inutidaiion Canals obtain their water directly 
from the rivers. This is possible only where the river 
water reaches a certain level. Most ot the oapals in Sind 
and in the Panjab are of this type, and they receive their 
waters from the Indus and the Sutlej respectively. 

(2) Perennial Canals are generally built in the 
regions served by the Himalayan rivers which flow through-* 
out the year, as they are fed by the perpetual snows on 
the Himalayas. These eanSls are built by putting a 
barruge across the rivers, and thus they are independent 
of the water-level reached at any time. The canals in the 
H. P. Mid the Punjab are of this type. The Sukknr 
Bartage in Sind, which is the worid’s largest work of its 
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kind. hBB also been made into a a pwennial oanal with 
the help of a barrage* 

Storag* Canala. 

Storage Oanals are formed by ereotiog a dam across a 
valley to store the rain*water during the monsoon. The 
water, so stored, is distributed in the neighbouring areas 
with the help of oanals. Storage Canala have been built 
ohiefly in tbe Deooan, the Central Provinces and 
Bnndelkhand. 

At present Capals are the most important form of 
irrigation works in India, and they acconnt for about 
one-half of the total irrigated area of India. At first, it 
was thought that large irrigation Canals, like Railways, 
oould be built by private enterprise. Accordingly in 1857 
the Madras Irrigation Company was formed to execute the 
Twigahhadra Prefect, while in 1860 the East India Irriga- 
tion and Canal Company was floated to carry out the 
Oriua Canal Project. Both the Companies, however, came 
to grief. Since then all canal Irrigation works have been 
undertaken by the Government. 

Among the irrigation oanals, whether existing or 
under construction can be mentioned the following : 
the Sutlej Valley and Sutlej Dam projects in the Punjab ; 
the Snkkur Barrage in Sind ; the Sarda Canal in the U. P. ; 
the Canvery Mettur project in Madras : the Ehadak Wasla 
Dam and the Lloyd Dam in Bombay ; and the Damodar 
Canal in BengaL 

Official Classificalimi of lrrigati<m Works. 

Uptil 1931, Irrigation Works in India were divided iuto- 
two clames : (1) Major worics, and (2) Minor works. 
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1« Major Worln. 

Major works agrin wore di^ded into U) Frodnetive 
PnUic Works, and (b) Froteotlve Pablic Works. 

f A) ProdnetiTO Pnblie Works.— These were expected 
within ten years of their completion to yield snfBioient 
rerenne to meet their working expenses as well as the 
interest charged cn the capital reqnired for their constmo- 
tion. The capital for such works was generally provided 
out of loans. Most Government Irrigation works were 
of this type. Altogether over Rs. 93 orores have been 
spent on these works. 

(B) Protective Pablic Works. — ^These were not 
expected to pay their way. They were designed as a 
protection against fomine, and as such their cost was pro* 
vided oat of corrent revenaes or by appropriation from 
the Famine Insarance Grant. The caidtal ontlay on these 
works at the end of 1939-30 was Rs. 44 crores. 

11. Minor Works. 

The Minor works involved the maintenance and exten* 
sion of old indigenoas works, or the oonstraetion of new 
small works. They were financed oat of corrent 
revenaes. 

Minor works again were of three types : 

(a) Those for which neither capital nor revenae 

aoconnts were kept. 

(b) These for which both revorae and capital aocoants 

were kept. 

(e) These for which only capital' acooonts were kept. > 

Since 1931. howevw, the old classifieattoa> hap been ^ 
abolUbed. ItrigtSon works art now tdattdfled at eUhsk 
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prodaotive or protective. Ai protective woikc also nijr 
save the Government from expenses on famine relief, the 
rational classification should bee thns : (1) Frodnotive 
works ; and (2) TTnprodnctivc works. 

Irrigation vorana Railwaya. 

The irrigation policy of the Government had been, 
mnoh criticised towards the close of the 19th century. 

(1) It was pointed oat that whereas irrigation was a 
greater insnranoe against famine than Railways in that 
the former prevented the occurrence of a famine, while 
the latter conld at least mitigate its hardship, the Govern* 
meat by 1908 spent only Ra. 38 crores on irrigations as 
against Ks. 370 crores on Railways, The controversy has 
lost much force now-a-days, 

(1) Partly because the Government has undertaken 
since many big irrigation projects. 

(2) Partly becaose Railways until recently have be* 
come profitable propositions and 

(3) Lastly because the oomplementary nature of both 
has beeome clearly realised. 

main problem now is to devise the best system of 
distribntion and prevention of waste. 

The Indian Irrigation Commission were of opinion that 
it wonld be of great advantage both to Gdverntaent tmet 
the onltivators if the latter coald be lB4Beed to takeover 
thidr sappUes at the ouQet thesebp relieving the sanal 
idmialgbation (rfidl finthermiKmiiUU 
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Reconmendatba of Uie Rofal Agrieultiiral 
Commutioii. 

( 1 ) The Royal AgrioaUntal OommlsBlon, rooommoad* 
ends the aetting up of irrigation panohayats for manageM> 
ment of field dlstribatariei. 

(2) The Oommission also recommends closer relatione 
between the agrionltural and the irrigation departments* 

(3) It also recommends the establishment of a oentraL 
bnreanof imformations for irrigation the main fnctions 
of which would be (o establish and maintain a oompre* 
hensive library of irrigation pnbUcatioa and to act as a 
clearing house of information needed by Provincial officers. 

(4) The scientific staff of the Indian universities 
should also assist in the solution of irrigation problem 
for which Geological, chemical or mechanical knowledge^ 
is required. 

(5) The troubles arising in theirrigated tracts of India 
in regard to water-logging .and the formation of alkali- 
lands have been due to failure properly to correlate a 
new irrigation system with the natural drainage of the- 
tract. The Commission, therefore, recommends tho cons* 
tmction of Drainage mape as well. 

IV. THE PROBLEM OF MANURES. 

<1 

Different kinds of qaanuree 

Althonijh a 0 »at deal of careful worlhhas hee|»done< 
little ptofl^ hah aofsir besp made in inttodndngtbljKiivedi 
manorial treatmenit into gmeral agdenltnral practice. 

(t) Th« mpst testily atailable snpidy of plant fopdi 
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is of ooone fsna yard maatiro ; bat mfortoiutMy ttanln 
to the onstom of oainR oow*dang eakes for domeatie- 
fael porposes a rery large amount of this is lost to .a^rii* 
onlture. If fael reqairements coaid be met in other 
%ayB, a great advantage would aeoraeto agrionltore. 

(2) The manafactnre ci composts and of synthetic 
fiurm yard manure and, where night soil is available, 
of pondrette by Mnniclpality might also help to solve 
the manorial problem. 

(3) The possibilities of leguminout mpa in the culti- 
vator’s rotation and of green tnanttfo cr()ps should also be 
explored. 

(4) (HI tetds if applied as manure in the form of cakes 
could give a very large supply of continned nitrogen. 

(5) Another source of nitrogen is fonnd in sulphate 
■ef ammonia which is available as a b^e-prodnct of coal. 

(6) Lastly there are bones and bone-mills and fish 
manures which supply both nitrogen and phosphates. 

In the above list however cowdnng-cahe appears to be 
the most easily available form of manure. 

V. ANIMAL HUSBANDRY. 

ImiKirtaBce of cattle in rural Economy. 

The importance of cattle in the rural economy of India 
can hardly be over-esUmated. 

(1) They mUk in a large quantity. 

(2) ^ey are also uriliaed as ciraugill cattle both for 
drawing buUook-carts and for dririag the ploagha As 
Darling has dMersedi ’'Without th«a the fMda renain 
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tmploogbi^di ; stoM m 4 bin ataud etapty, and food tnd 
drbolclose tiiebr saToor, for in a Tegotarlaii ooantr:|r 
'what oan ba 'w<»«a tbaa to have no milk, batter, m gh^' 

(3) Cattle are also tbe principal soaroe of nmnnre. 

Inapite of, however, all these varions beneflta which 
India derives from her eatUe, the eonditiona of her Itve* 
stock are not at all enoonraging. 

(a) The number maintained is mnoh too ezoeasive on 
acoonnt of the inefficiency of the cattle. While in Holland 
there are 38 cattle per hnndred acres of caltivated land 
and 25 in Egypt, in India there are 67 cattle per every 
hundred acres. 

(b) On account of the large number and the lack of 
proper fodder, the Indian cattle tend to become under- 
sized. The main problem, therefore, is that of adeQuate 
fodder supply. 

(e) There is a shortage of fodder generally from 
December to July. As the cultivator seldom thinks of 
jltrovidihg grazing facilities, the possibilities of fodder 
supply depend upon the existence of grazing land and 
neighbouring forest Here, too, tbe increase of tillage 
and the policy of deforestation go against the interests of 
the cattle. 

SeeeauiMMiatiom of the Agrieoltarel CoatmlMleB ; 

V 

The Agrionlioial Oomadnioii meatiooe 4 oardiael pelate in a 
poUnr ef taaprawimiit t * 

(a) AjNRlariieuhktheniiaiharefriiwghoattie. 

(h) A» iacMsee Id the effirieuey of plough eaftUe. 

(«i) AttebtleaioattiBattersShat wo«|d“teBd to deeteaae tin 
mUaheSodhriloSiki regolred for cidttvatiea sad 
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{i) an effort te eeoure betl«r it*e««sai^ dry ooire and 
eoM-ia-oalf. * 

llie two most Important faotoi aro and Tho 

CommiseioD ie of opinion, lo far aa.^»eeKtiir H oonaerned, 

(1) That there cannot be any iflrrga addMoa to existing grazing 
areas and as enoh efforts should be oonoeniiaM op inoreasing the 
prdduotiylty of the land already growing gri^lli. 

(2) Grazing on the common land oonld be regulated and 
rotofibnal praziag established with the oonaent of the majority of 
the right-holders. 

(S) In some oases a definite area of the common land could bo 
separated for a Tillage do-operatlTe cattle imprOTCment eociety. 

(4) As a supplement to natural grazingi the cutting and storage 
of dry grass is Important. 

(5) The cultiTation of Egyptian clover or leguminous crops 
also holds out great possibilities if cheapness is ensured. 

(6) Stall feeding might also be resorted to. 

(1) With regard to the Improvement of cattle by careful breed 
$ng, the aim siiouldbeto establish pure and improved t>pe of the 
best oat tie now available and there should be no attempt to 
produce a dual purpoae atumal suitable both tot draught and for 
mitkmg purposes. 

(H) The Commission recommends inteaeive breeding in select- 
ed areas with the help of stud-buUs. Some progress has been made 
la this dtreotioQ on account cf the personal example and encourge- 
ment of the present Viceroy, Lord Linlithgow. 

(3) Improvement of indigenoms breeda by selection is a safer 
policy for the Agricultural Department to pursue than cross- 
breeding. 

<4) Tha control of live-stock improvewtht should also be 
entrusted to the Agrioultusnl Djepwrtmente of the ^Provincial 
Gcv«t|meiit while Poeo will co-ordlMte reeearehes and taekle all*- 

' JOlioiMas of Cfttiio* 

f loan cf atap 

fttiotlier vaonrimt U fbtiia i^dpema totdogt^ 
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c6rdad figtaras tAdieato that the timtiber of dettbl ii 
eonsldeieble end Uug l^ndleF<f takes the largest tell. 
Apart from losses hjr death extensive indirect losses dccnr 
from the large-anxnber of cattle tmpararily incapacftatid 
by disease. 

The outstanding problem is that of control of cento* 
giouB ^isfawa. 

Recomnendatiofii of the Agrlcaltural Commlstion. 

(1) Contagious diseases must be oontrolled by measures 
designed to protect the individual animol rather than by those 
which aim at stamping out the source of Infection, The Gommis- 
Sion recommends the adoption of the aerum simultaneous method, 
in place of existing serum alone method whloh confers immunity 
only for a fortnight while inoculation should be generally with 
the cultivators' consents It should be compulsory for all animals 
kept by milk-sellers in large oitiee. 

(2) Veterinary staff should be enlarged and a Contagious 
Diseases of Animals' Act ahould be passed for ensuring uniform 
procedure. 

(3) The Commission recommends the estabiishinent in each 
District of a Central Veterinary Hospital with a number of 
Dispensaries serving the Subdivisions. 

(4) In each Province there should be a Director of Veterinary 
Senrioes In administrative control of the Veterinary work of the 
province. 

(5) The Imperial &stttiiie of Veterinary fieseareh cit 
should Abo be ri^orgaOlsed In order to give the 
oppcdimnlities 

71ie<hmnei)idf AbduM gtl;d a 

email atandtngdpmimtlec to dokl Vdtosinatir Vlth 

powers to c«H>pt other membenaiid to a hpactol (km^ 
mittee or a {gitiealar siihj^ « 
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The State in Relation to Agricullmm. 
Historical RetrospecL 

(1) Though the idea o£ official enoouragement of 
sgricaltura in India first originated daring the Orissa 
of 1866, it was not UU 1881 tha* the first aotiva 
step was taken by the OoTernment by setting up Agri- 
cultural Departments and that, too, at the instance of 
Lancashire which was interested in the growth of long- 
staple cotton in India. The Departments, however, did 
little more than collecting statistics on account of various 
other responsibilities and financial handicap. 

f2) The next land-mark was the visit of Dr. Voelcker 
in 1889 who emphasised the valne of agricultural edu- 
cation and impTOveinent. 

(3) In 1901 An Ia8pecto^6enerBl of Agriculture was 
appointed to give expert advice to the Oovernment of India. 

(4) In 1903 the Pusa Research Institute was esta- 
blished, thanks to the princely donation of an American 
victor. In 1905 Lord Curzon gave a great impetus to the 
work of the Agrioultural Departments. 

(5) From 1908 onwards Agricultural Oollegeswere 
cstalfiished first at Poona and later on at Cawnpore, 
Ragpur. Lyallpnr, Coimbatore and Mandalay. In 1905 
an AU'India Board of Agriculture was founded to co- 
ordinate the work of differmit Proviimial Departments. 

(6) Sinoe 1921, however, Airioultwe has beoSane a 
Provincial suhleot «nder A responsihle miuister. 

The preseat pesltiea ef egrIeuHaral reseetdila India, 

* |Ihe Imperial Department id Agrieultare now maiutalas tim 
foQcwing Xnstitntions : 
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U) AgtievHittvl BttiMroh Imtitnta. Delhi 

it) ^e Xnperiel lastitete of Veterinerr Beaearob, Mtticioaaat 

(8) The Imperial DtatUttta of AaimalHuabaodrgimd Dairyiag, 
Baogalore aad WoBhigtoa. 

(4) The Oettle'braeding Farm at Earii%I. 

(5) The dreamery at Anand. 

(6) The Imperial Oape-hreeding Station, Ooimhatore. 

(7) The Soger Bureau at Oavnpore. 

(8) Beaidea in 1929, aooordlng to the rocommendatione of the 
Bojrai Oommiaaion, an Imperial Council of Agricultural Reaearch 
haa been established with a capital totalling at preaent more than 
Rupees one orore. At present Uiere are the following Standing 
Oommlttees of the Council (a) The Sugar Committee, (b) The 
Fertilisers' Committee, (c) The Locust Oommlttee, (d) The Oil 
Crushing Industry Committee, (e) The Joint Committee of the 
Imperial Council of Agricnltural Research and The Indian Central 
Cotton Committee, (d) The Animal Nutritional Committee, (g) The 
Dairying Committee and (h) The Cattle-Breeding Committee. The 
Imperial Council, again, has been affiliated with the new Imperial 
Agricultural Bureau whose function is to keep Research worfcew in 
all parts of the British Empire in touch with the latest Research 
work in their own subject. 

(9) Again Proyinoial Research Committees have also been 
started in dUEeient Frorinoes which work in co-pperatlon with 
the Imperial Council. 

(10) Finally, we might refer to the setting up of Proyinmal 
Boards of Economic Enquiry in Bengal and in the Punjab whose 
fdootion also is to advise tiie Oovemment as regards the right 
Agrionltral poiiey. 

(ID Besideg OoDdnoting Beaegroh work thmgSi 
PtiThMUi Znstitatioiui thg (^oroRuiMNat kw glfo dong jnnolt 
dgnumitinthm tad pmpagandn. Tggloas £«> 
MtdUoni bbve bsen kild of wfitoli tike Iiwgfgt took pisok 
nt PoQDA in 19ISI6 to demoiudimto new metkodl 

•nd of ImproTed implemente. 



134 


IHDIAN XKX>]rOWC8 


(12) Again Agrionttnnd Middle SiAnete liave been 
eaiabUshed in eome ptaeee ioc giring tbe lieeMwaary train- 
ing to the sene oC agriealtiuittfl. We mli^t elie mention 
\he Gurgaon uplift tehem which attempt te enpply a 
strong oentral driving feroe that will stimnlate entheslasm 
and provide snltable meterieis for acti7M'’*workeis in their 
campaigo in fttvoor of the improvement of village-life. 
The experiment, of oonrse, on aoconnt of its hasty nature 
has not fnldUed all expectations, bat the sincerity of the 
intentions of the author oannot be qnestioned. 

Gmclusiona. 

The Government's part in solving the rnra) credit 
problem we shall discuss later on. Bat there can be no 
qnestioning of the troth of the proposition that if the 
inertia of centuries is to be overcome, it is essential that 
nil the resoaroes at the disposal of the state should be 
brooght to bear on the {woblem of rural uplift. What is 
required is an organised and sustained effort by all those 
Departments whose activities toudi the lives and the 
surroundings of the rural populaiitm. Before concluding 
this chapter, we must recognise that the agricultural 
aoifvlties of the Government have received a great Impetue 
in the hand of the present Viceroy, thonghi of conrse, 
even now Japan with a populatibn of 59 miiUons spends 
nearly five times as much aglb^ with a pcH^Iatton of 
over ,‘1.50 millions spends op agrIesiMniiS incitements. 



OfiAPTSR !X. 

RURAL INDEBim^ESS. 

Extent of exitting iadeibtedntMi The ptoUen of 
tarsi iodebtednew has long been reeognised to be one of 
the most momentous issnea npon the riglit solutioa of 
'Which the happiness and welfare of mral India Isrgidy 
depends. Official enquires about the extent <d indebted- 
ness began with the appointment of the Deccan ftyots’ 
Oommission in 1875 which, however, oonfined ha surrey 
to IS Tillages. Since then, the Famine CiommiBsiona of 
1880 and of 1001 and indiridnal offl(dal8 like Sir Frederick 
Nicholson (1895), Sir Edward ICadagau (1911) and Mr. 
Darling of the Punjab attired at Tarions estimates about 
the extent of the indebtedness either throughout India or 
in some dednite parts of it The varioos PxoTlncial 
Banking Enquiry Oomtnittees made the first systematic 
efforts to ascertain the extent of mral indebtedness in tite 
different Provinces of India. Acoordlng to thc^ calcnla- 
tion the total amount of rural indebtedness in India aUmds 
at Rupees 900 orores, of which A.saem accounts for 83 
crores, Bmgal lOO tfcaVM, Bshar and Orissa 155, Bombi^. 
81, Oehiral areas IS. OeiRrat Provinces 38, Madiw li|0» 
the Punjab 185 and i&e 0«dted Provinces 184 crores, ^ 

llliaahiosirailb^^ not perfa^l^Jii^ 

eati. 'lleveMMeis, ther^^seirue', fo up 
descriptfon ed W appnisng eitmffitiaii 
the dnmbndfSsma bt rmal India. Sim msI onuie for 
alarm, moteovar. is not so much the Tdlume of Indebted- 
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aeM w the feet that it ie alnoat whoUr wapradttotiTe and 
that it ia inereadng tma rear to rear. 

Caiuaa of rural iad^tadaeM t—ISie oauaea of 
indebtedneae are to be traced, flrat* in tha geneiai eanees of 
Bgrioaltnral inefSoienoy in India and aeoondly in the 
environment in arhieh the ryot livee. We enumerate 
below the principal faotore, as pointed by Professora Jather 
and Beri, which are responsible for rural indebtedness : 

(1) Excessive preafttre cif the population on the land— 
as more people live on land than the land can possibly 
bear, the income of the lyot goes below the maintenance 
lerelt 

(2) Excessive sub-division and fragmentation of 
holdingsr-Qas results in the creation of a large number of 
unecomanic holdings. 

(3) Loch of subsidiary occupations in the agricultural 
deck season due to the decline of Cottage industry — This 
also resttim in diminished income. 

(4) The Itt-headith of the fpof— sickness due to Malaria, 

mfluenaa, Kalasar and other iUseases results in enforced 
Idleness on the part of the ryot with the corollary of 
diminished income. , 

(5) InssBurity of the AsrvesfHChis is primarily due 
to the uncertain ehaiaeter Of the Indiai|L‘moino(m which, 
has got all the prov^Utl caprice of an INUto ^tentate. 

16) The ton of to' cUmsms «sd dsm!^ 

4* the ryot hardly en^eyii asarplittVtooomoovwex- 
|ijHBdltnre> he has to go to 'the nuAefem bttutSk he oaa 
fipSenish his stock <d cattfe. 
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.(7) tlw M til* 

ryot MMiPflor «n»d**i4 rnoto^ ereti tik*y beoooi* tuidi** 
in coarse titn*. AaA Im no Pepie^tion fond Is 
annaally set «dds^ tlie pnrtiiMe of fresh tools end citti* 
entails tiaSh loans from the mahoian. 

(8) Lovi eS 7»7tyai<on.>~Tbe deoUne of the Jdnt 
Family system and the indiTidnaUst bias of the British 
administration hare made the peasants hi^ly Utigioas. 
Petty disputes which formerly were easily settled by the 
Tillage panobayat are now referred to the law oonrts for 
solution resulting in increased indebtedness of the dispot* 
ants. 

(9) Tht improvident and eadravaffonee of the ryot r~ 
Though normally the Indian peasant is rery frugal, he 
spends rather lavishly on oeremonial occasions like 
daughter’s marriage, stadh ceremony etc. This extra* 
ordinary expenditure, though perfectly natural in view 
of the ryot’s social status, is not warranted by bis economic 
position. The Bengal Banking Enquiry Committee, how* 
ever, does not attach much importance to ti>is factor. 

s 

(10) Aneeetrod large part of the indebted- 

ness oi the ryot is really hereditary in its nature. The 
social tgaditiona and custom of succeeding genwitiona 
acknowledging and paying the debts of fcnrefatheie have 
been exalted into a legal doctrine of thh “pious ol^gatW*' 
to pay an Mroest0e*s debt* enforeible in law eoucba Even 
whdniieiMietipasii and debts are not legally Inherited, 
tiw dekt 'is geberafiy^tieslted’byfbetoDorthehiiraaiL 
debt htmonr by force cl tradition^ 

<11) iliMeWHndcradjfo/Asfvof 
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«l British role in Ipdk hrii Mn^tsd^iioi Ute iiMressed 
‘horsowiog ospftrity of th«yy(A oo •eooonft loor«M«d 
▼sloe of his laod. As tho tocroHril p«al|^ty has not 
been ftcoompanied by sn improTement in the morale of 
the ryot, the veanlt has bean greater eKtiavaganoe nlti* 
mateir resnlUng in further iadebtedflMOif 

(121 The viUdge tkyloeh and hit 75% The Tillage* 
money-lender has been the chief banker of the peasants 
•from times immemoriaL 

The nsoiiey lender, a dangeroua necessity. 

Before the British rale, howoTer, he conld not be 
•mnch exacting on aooonnt et two oaases ; 

(at The existence of the Tillage panchayat which pro- 
tected t^e indiTidnal debtor from the rapacity of the 
creditor. 

(d) The absence of state protection of the creditor's 
riidtt. 

With the disintegration of the commercial life of the 
Tillage and the estabUshment of rite (HtU Ooart for the en* 
foroeinent of oontraotnal rights, the creditor’s position has 
irngroTed; while the debtor has become reduced to help* 
lessneM. The mooeydender has hot been alow to sriae 
this golden opportunity. He began to leaM laxisllly to 
the ryot in times of icanrity, aadxamriMmiriy defined 
repayment when tepaymeiit was ihoMibif taidlaii the 

r s a hopriesriy enWh«|ed 

eS the tSB; hid 'ffCih* ^^flsislf that 
began to be mbney* 

lea^. The yetes ii^e|W4«)9ed^ ^ eery 

’dtb^' the maxhgfiam reoorded ’bring in a J^jab 
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*finf«e. Finally haf dio aott>#Uttt«t 

1»ara tonn^ gniltf nt aHUi^ 4«lial<iaU<m otaMUista. 

NeTeith^eaa, th« miBfiiay^aiktof to not an nntnltlltlM 
oune. He ia the oxtly oiji&i of tbiift in a deaert ot iih* 
providence. He if (hn^ Ojaly nan vrbohelpaliheiyeite 
tide over his emcarpenelet under all eiremnatanoes. He has 
been called the /eier Uahejan and the Pater Jferitot^n, 
i e. the protector of his caste and the giver' of hii ttnad. 
The high ratea of interest charged by him can at least 
partly be explained by the fact that he can hardly expect 
repayment of bis loan from his client or at least any 
panotaalhy in the payment. The nnpopolaiity of his 
calling must also be regarded aa another cense of the high 
Tate of interest ; and finally wherever he is the sole fonn* 
tain of credit, it is only bnman that he ahonld try to 
exploit his monopolistic position. The real solution lies 
not in the elimination of the mahajan but in the establish- 
ment of alternative credit loatitatlona, 

13. Tht land rgwtnvt pdKev of the Qovemmeni : 
The land revenue system under the British rale has bem 
regarded by certain Indian Public men including officials 
Iffie the late Mr. B. 0. Dutt as one of the main causes of 
rural indebtedness. It has been said that the ]and<4a3i;. in 
the temporarily settled areas has been too harsh. 

Land revenue, instead ef hetog the appropriatten ^^e 
true eooaemie surfiin of the land, hassntni^tiesna 
tffiarge upon thelyat’s lM(f neeesiaiies* bf 4* ^ 
Famfale ^Dommitidoii of IfiOl ffiMtuved ^In gond fSMteibe 
miltivaiurhas nothing to hope for hesu stdMMeQOe < 
ujudintniyeshshelalMen pUbliechuiSty, ^ v 
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A* Mgards the permanently settled areas, tliongh tb» 
inoidenoe npon the land>lord is rather light,' the actoal 
taz'borden oi the rjrot is generally heavier than in the 
temporarily settled areas. Hie oppressiveness of the land* 
revenne Is dne not only to the heaviness of the levy but 
also to the lack of elasticity in Us oolldbtion. 

The Qovemment, however, in its famons Resolution 
on the land*revenne policy of the Government pablished 
in 1902, tried to refute the suggestion that the land-revenue 
was a cause of indebtedness. It maintained that the land- 
tax under the British Government was much lower 
oompared to the Moghul assessment, that it was being, 
progressively reduced, that famines in India were due to 
natnral causes over which no Government could have any 
control, and that the improved economic position of the 
ryot was being neutralised by large increase in population. 

State policy towards rural indebtedness! 

Whatever the elements of truth in the Government's 
contention, there can hardly be any doubt that things are 
not as just as the Government likes to make out. En-^ 
guities in Bardoli aud other places show that the present 
land-revenue policy is highly defective and unjust and 
as ends it must be regarded as one of the main causes of 
rural indebtedness. 

Since the outbreak of a series of severe famines in the 
last ball of the I9th century, the Goyemsaehfs attrition 
has been devoted more and more to tlwOKd«alMio etody 
of the problem. Ilhe tleocan' Ryot'e Gemmissloa and the 
Jhmine Oommissioas of 1880 and 1901 oarried on invasti^ 
gaUoaa Into this {sroblem. The Govwnment's aotiop 
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following ihote fttowiiiM beon dMsifiod F)n){u> 
flon Jatbormul Bid naid/n tbe fcdlowing beadi ; 

(1) MewtaMM for tbe prerention of iiai»odi«)dve 

^ebte. 

(2) MeMmres for tbe leipd protection of tbe rfOt 

(30 Measorea for debt^oonoUiatton. 

(4) Meaanrea for preventing the alienation of land. 

(5) Meaenres for anpplying cheap credit. 

We now proceed to discnas the aetiona of tbe Gtovern- 
tnent under tbe above beadinga .* 

1 . MeatuNt for the Provontion of miproductivo debit* 

(1) In order to prevent the aocnmnlation of unpro” 
ductive debts, the esaential requisite is the spread of edu* 
■cation among the rural people. It must be confessed that 
the Oovernment’s performance in this regard is not at all 
a creditable one. There is a lamentable lack of literacy 
among the rural people. The suspensions and remissions 
of land«revenue in times of soardty are also another device 
for the prevention of indebtedness. But the method Is 
not sufficiently elastic. Finally, the posta) savings banks 
are also caloulated to promote thrift among the rand 
people. Bat all these devices are of very limited efficacy 
so long as the appalling poverty the masses remains 
undhanged. 

2. Meawm far dM legid pretcetiea ef the ryot. 

The legal system of the British government* bailed cm 
ideasqf Qcmtiaotilhd^stfiist^^ mnch handle to the 
weditoni of the ryot The Mffiiaaiim of the heli^bame^ 
<the ryot, however* led to some tegel euaetments for 
psotcotion apdnft tiie etedihu^d ylildiotiveiism. 
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First, flODM siUtraHcns -wssb nftd9 to tli 9 Osde of 
Civil Procsdurs si regst'di toe ezecQlfon of dkrm egsinit 
agrionltnriiti. Agriealtiml tools, oattle, snd hooiring 
materlida weie ezemitted fr(toi sttadimetit. Vhe ryot's 
person was also exempted from arrest fonowlng a court 
decree. The ryot was also giveu the tooility of instalment 
payment 

Secondly, the Dteean Agrieulturists* Btkef Act 1879 
allowed the Oourts to go behind the contract, and to 
modify it in favour of the agriculturist, if necessary, to 
prevent sde of land unless specifically mortgaged, and to 
restore the land to the ryot even when there was a sale 
deed between the two parties The Act made it obligatory 
on creditors to furnish accounts and grant receipts, and 
required mortgages to be in writing. The Act. however, 
inspite of its good intentions, became InefTective and even 
promoted litigation and affected the credit of the ryot 

Thirdly, the Usurious Loans Act as amended in 1918 
and 1926 determined the maximum and minimum rates of 
interest, enabled the Court to re>open old tramactions in 
order to ascertain their equity, as also the debtor to draw 
th|» creditor into the Court. This Act has also been practi- 
cally a dead letter in many provinoes. 


FourUdu, the PmioA JUsyuhtlon (f AoeomtsAet 
makes it ohUgatcary on all m<mey4«adeitg tO nae regnlir 


account hooka and to furnish each, debtor mentos 

^tomaeotmpttoevftogtoeoitodgB^ttoiHiai^^ crell 
Main loan traitoaMiOBS to that period. ^ 


FifthHf, as regtrdi toe ItoenstoA of inosstjN<riid«ri,u 
thragh it Is desirs3ile,it is pMtoer prstdleaDo nw liloly to 



148 *' 


atTBAii wtxamDifim 

i ^ ' 

tlt» 13iiir««miiltB(r 94 ^ 

Bot pmtiMdMd U miV 4 »> 
tNaln^dSf. It Is OiffienU to In^ 
vithio the ^atolpi oI tbo low. 

8. MMmvM for Old* CoodUotiOB. 

As the ryot staggsra voder *q overwhelmimt bordbo 
of indebtedness, the Oentral Banking Xnqniry Committee 
reoommended the appointment of spedal offioers for the 
purpose of bringing the creditor and the debtor to an 
amicable settlement of the debts at a mnch rednoed figure, 
to be paid off either as a lamp snm or by means of 
equated payments. Legislation fmr the pnrpose of sotting 
np Conciliation Boards has been already passed in the 
Pan jab, the UniteC Provinces, the Central Provinces and 
Bengal as well as in some, Indian states like Bhavnagore, 
Mysore and Travanoore. There is a growing eonvidion 
that the present voluntary principle shoold be replaced 
by the compulsory {nrinidple. 

4, llaararM for provenltag Load AliemHon. 

The Punjab Land Alienation Act enjcdits that land* 
shall never pass from father to son cur from debtor to 
eredhiof xmless ^ latter also is an agriculturist But the 
result has been C»t poor ryots have practically bsfioms 
members of the famdless prolemriatOnd a class of moMgr> 
lending peasants Iwa oome into exis^mee. 

I. gfe y s k S * iktas i i li r l i i f ' *e a p credit 

m ^NHM icts hm befitt paiaadfbiom time 

tottmetof^stibeGoveromantie five dirsgt help to 

<b»?y4l» eatthiietoatt8wfwiimjw|N»p^ 
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iilg to the Iirigation OMBmlisioit of 1M1« the total aotOQttt 
loot uader thli heading vu Ba. 6 cxom only. 

(S) In 1883 7%e Land Improvmmi Loam Aot ym 
passed eanetioning long term loans tat permanent Im- 
iprovements on land, sneh as wells, entjMmkments etc. 

(3) In 1884 the Agrionlturlsts' Loans Aot was passed 
sanctioning short twm loans to the ryot for the porohase 
•of seed, cattle, implements etc. 

Both these loans, however, have proved to be efBca* 
ohms only to a limited extent, as they are restricted to 
specific objects, as the system of distribation is charac- 
terised by official lethargy, and as the method of collection 
is very rigid. 

Thns direct loans from the Government to the ryot 
have not gone much to relieve the ryot, though of late, 
some changes in the official procedure have been made to 
make the loans more elastic. The Mahajan still lies safely 
entrenched behind his money bags, while the victims of 
•his silver bullet lie all aroond in heaps. 

Lastly, we might mention that the Government has 
iiritiated the co-operative Movement in order to induce the 
petHple to help themselves. The importance of this move- 
ment is suffioiently great to warrant a £r4ih Chapter. 



CHAPTER X. 

CO-OPERATIVE MOVEMENT IN INDIA 

HISTORY OF THE MOVEMENT 

German Origin of the Movement 

The co-opeiative movement first originated m Gennany 
under the leadership of two outstanding personalities named 
Raiffeisen and Schulse<delit8ch. Both of them were philap 
thropists who were deeply stkred by the appalling poverty of 
the masses. The former was concerned with the agricultural 
classes while the latter interested himself in the problem of the 
urban artisans. The chaiacterisrics of the two types of co- 
operation shall be studied later on. But the fundamental 
principles ate the same in both the cases. 

The meaning of Co-operation 

‘The theory of co-operation is, very briefly, that an isolated 
and powerless individual can by association with .others and by 
moral development and mutual support, obtain in his own 
degree the material advantages available to wealthi^ and 
poirerful persons and thereby develop himself to the fiiUest 
extent of his natund abilties.’ Co-operation in its tectmicsll 
seme sedft to eUnunato all the evils of capitalism by nuAdi)^ 
the ei4||yee8 Uanr oim oonployers in a collective capadty, 
remos^ the dcpmdence on middlemm and on bairimRi on 
ihepartclos^aiMtyisOdtets.^ The co-ope»tive spirit is appli- 
cable to all the biaiidus of economic life, though so far no 
ritoroiQdt attempt has been made to xealiae it in all its varied 
fbtoflu 
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Origia of Cooperation in India 

The main impetus for starting co<operation in India came 
from the stupendous problem of rural indebtedness. The various 
Takkavi Acts, the Land Improvement Loans Act of 1883 and 
the Agriculturists’ Loans Act of 1884, — all had failed to give 
genuine relief to the ryot because of their hopeless inadequacy 
and their element of red-tapism. The grip of the Mahajan 
thus continued unabated. 

In 1883 at the instance of Sir William Wedderburn and 
Mr, Ranade, some of the capitalists of Poona formed a Com- 
mittee for setting up a bank for financing the ryots of the 
Purandhar Taluk. A capital of Rs. 10 lakhs was raised, and the 
Government promised certain facilities and concessions as re- 
gards the working of the proposed bank. The scheme moreover, 
met with the approval of both the Bombay Government and 
the Government of India. But the then Secretary of state 
turned down the scheme, as in his opinion it was both finan- 
cially unsound and unnecessary. 

In 1884 the Viceroy in a Dispatch to the Secretary of state 
for India emphasised the necessity of a private bank for 
replacing the money-lender, but no fruitful result came out 
of this representation. 

A few years later, the Madras Government entrusted Mr. 
Frederick Nicholson, one of its ablest civilians, who had made 
a special study of the land banks in Europe, with an inquiry 
about the feasibility of starting some forms of agricultural 
banks for relieving the ryot of his staggoiog burden ofisdebted- 
,neH. Mr. Nicholson published his Gamous Rqxtrt in 
1685-7. In that Report, Mr. Nidiobon attongljr advocated the 
starting of co-operation in India as the only poasiUe solution 
of die rural credit problem* He observed that conditions in 
India vere not fat diflennt from those preiailhigjn Germany 
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:at the time of tiie iotrodoction of coK>pertttion ; tint land 
moitgage banks «<«e suitable only for large cultivatoes of whom 
India had very few ; that the Government would not start such 
banks, as its resources were not adequate to the demand 
of the ryots, as there would be too much official interference 
which would be demoralizing to the borrower and odious to 
the creditor, and as it was impossible to satisfy the chief test of 
credit, namely proximity and safety to the lender, and fhcility 
to the borrower. 

In 1899 the Madras Government, after receiving the Report, 
declined to take any action thereon, as in its opinion, the 
problem of rural credit was not at all urgent. This amusing 
decision seems to make a nonsense of its own previous action 
in setting up the whole Enquiry, and is a very illuminating 
illustration of the mysterious peregrinations of the official mind. 

Meanwhile Dupernex, another civilian of the United 
Provinces had published a book entitled the PeopU't 
Sank of India wherein he also advocated cooperation. Both 
this book and Nicholson’s report now attracted widespread 
attention. A few civilians in Bengal, the Punjab, and the 
U. P. now started some Co-operative Banks in their own 
district on their own initiative. But it was realised that these 
Babks could not function properly under the existing 
Joidt stock companies’ Act, and that special l^islation was 
necessary for that purpose. 

In 1931 the Famine Commission lent its authoritative 
'Support>to the idea erf starting co-operative rural Baidm^of the 
Raidbisen type. In the same year Lord Curzon set a Cobh 
mittee ttndet Sir Edwisd Law. The recommendbtioiui e( that 
CommittK were incorporated in a Bill introduced in the 
In^erial Lefdslative Ocamcil in 1903^ which beeamd the 
4iperative Credit Societies’ Act of 1934< ' 
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The First Stege : The Aet of 19Q<4 t It* ftiteiii’ 

provision* 

C<H>peration was officially set up in India with the passing 
of the Act of 1904. The Act was restricted mainly to tndit 
((hoptmUon of the primary type. 

(1^ Any ten persons could form themsel4^ into a registered 
co-operative society, provided |hey came from the same 
rjllage or tribe or clan. Credit societies were rural or urbak 
according as four-fifths of the members wme agriculturists 
or not. 

(2) In the case of rural society the liahility sras unlimited, 
while as regards urban society, the matter was left to the 
disentioH of the society. 

(3) The whole profit of rural societies would normally 
go to the Reserve fund, which was reduced to one-fourth in the 
case of urban societies. 

(4) There was provision for raising shar«^capitgl in the 
case of urban societies, but no individual's shares were to 
exceed one4ifth of the total or the value of Rs. 1000. 

(5) Every member had one vote only. 

(6) The capital in the case of rural societies was to consist 
primarily of deposits from members, and secondly of loans 
from outside besides ordinary fees for admisskm etc. 

(7) Loans could be given to menders but punOuali^ 

of repayment was ini^i^ upon. *4 , ^ 

(8) The period for xepayment was mndkT^ngsr ih case 
! of rural societies (jornpared'^to the uibui one*. 

(9) TheGosmumept apipintod a sub- 

sxdlnates ineadipEovfneefim goidaimsssifi^Wi^^^ * 

' (10) The Government piao graotsd 'cectslia edneessiems 

ftnltss, exenqirions Irem jMoowft^tx, stsaqiiSltiss sod 
" tion fees ; priority ov^ rite'ordiAttp ti ttsuAms 
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D«xt to binfl^nrenBe^, &«« Govofnnnnt ao^ '«|)d Male 
monetary hflp. . 

Uadvrly^f inrindptee of the Act of 1904 

The Cooperative Credit Societies* Act of 1904 was obvioudy 
based upon the fundamental principles of the Raifihisen and 
'Schulze^eltiscb types of primary credit banks. The spirit and 
the purpose Of the Act can therefore best be grasped after a 
previous study of the characteristics of the two original models. 

Characteristics of the RaifiFeisen Society 

(0 Limited area of operation. Generally there is one 
bank for one village. This is necessary for ensuring proper 
■supemsion over the borrowers. 

(2) No shares or very small shares. This is the funda- 
nnental principle of co operation which distinguishes it from 
Joint stock companies where share-holden are moved 1^ profit 
motive rather than by service motive. 

(3) Unlimited liaiility. This is also another distinctive 
feature of cd-operation. One for all and all for one — ^This 
is the co-operator’s motto. 

(4) Loans for productive purposes only ai^d to mtmUrs 
only, as far as possible. 

(5) Loans for fairly long periods with facilities for repay- 
ment by instalments. 

(6) All profits to go to the permanent Reserve-fund. 

(7) Democratic management, and honorary adnuiMstratjbn. 

(8) Advmtcement Of mored as well as economic woR^deing 
<af metnbaes. 

4 

Ciwtr«ct«r^rtia «f the ' -tV 

* These snoMifes are meuit foSlfae nctaa 

mMh Ihqr MC* nMMc husinotp-Hie iftHm the .|ta|0ei«M 
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society. The chaiacteristic features can be summed up as- 
follows : 

(1) Wider area of operation. 

(2) Predominance of share capital. 

(3) Limited liability. 

(4) Loans for short periods only. 

(5) A small reserve fond. 

(6) Payment of dividends. 

(7) Paid administration. Employment of efficient servants. 

(8) Emphasis un the business side rather than the moral 


Primary Societies in India and Germany : 

A comparison and a contrast. 

Like the Raiffeisen societies in Germany, the rural credit 
societies of India are based upon the principles of froximty, 
simplicity, elasticity, solidarity, faility, and thrift. The 
ordinary ryot can easily understand the procedure of the society, 
and also can procure the necessary loan provided he can 
convince his neighbours about his honesty and repaying capacity. 
This is all in line with the co-operative spirit. 

But with these points of similarity, the Indian credit society 
diff^ from its European model in the following respects .- 

(1) Loans are granted for some unproductive purposes, 
such as expenses on marriage and sradh ceremonies. This- 
deviation could not be helped, as the expenditure on such 
occasions is compulsory according to social mandates, and the 
absence of accommodation on these occasions would drive the 
lyot into the clutches of the Mahajan against whom the iThole 
co-operative Movement is {aimarily directed. 

toeome rural societies, notably in the Punjab, riiares 
atef issued. This has been found to be necesyaiy in order to 



C0*0PBRAT1V8 IIOVBmBIt IM INDIA 


151 


swell the capital lescmices of the society. Oidinarilyt the 
cspital of a rami society is made up of die deposits of the 
individual membeis. In Indian the peasants are so veiy poor 
that they can hardly save any thing which they can deposit 
with the village bank. Hence the necessity of issuing 
shares. 

(3) Rural societies in India usually do not grant loans 
purely on personal credit. They also insist on some form of 
security as a guarantee of repayment. This feature makes 
Indian rural societies resemble more the land mortgage banks 
than the co-operative societies proper. 

( 4 ) Rural societies in India are far from being democrati* 
cally managed. There is too much of official intervention 
and official control. This defect could be avoided if the 
communal life of Indian villages had been revived, and 
all the elements of local leadership were harnessed to the 
cause of co-operation. 

The Second Stage : The Act of 1912 : 

The Act of 1904 was revealed by experience to be too 
narrow, as it sought to confine the co-operative ‘ movement to 
purely credit societies. By the opoation of natural forces 
various secondary bodies such as guaranteeing unions and 
central banks, as well as non-credit co-operative societies 
came into existence which, however, did not receive official 
recognition, 

Aocordit^ly, in 1912 a new Act was passed in supedession 
of the old Act, which gave official recoguition to tim convex 
types of co-<q)erative societies which had already cooM into 
existence. With the passing of the Act, the hfovemsnt entered 
on the semi stage of its progress. 
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(1) Besides prinuixf sodeties, the Act leoogajsed /Amr 
types of co-operative central societies : 

(a) Umons, whether guaranteeing or otherwise. 

(b) Central Banks. 

(c) Promndal Banks. 

(2) The Act also recognised non-credit forms of co-opera- 
tive societies. 

(3) As some amount of share capital had entered into 
unlimited rural societies, permission was granted to declare 
dividends with the previous approval of the Government. 

(4) The old distinction between rural and urban societies 
was replaced by a new distinction between limited and unli- 
mited ones. 

Though, however, the Act of 1912 recognised co-operation 
in all forms, the preponderating element in Indian co-operation 
has always been credit. This is but natural not only because 
credit is the simplest form of co-operative endeavour that can 
be introduced among a largely illiterate rural population, but 
also because credit continues to be the most insistent need of 
the Indian cultivator, who is weighed down by the burden of 
usury and chronic debt which crush the ‘*life and thought” of 
rural India. 

Thd ttnge : Recommendatione of the Mada- 

gan Committee 

With die publication of the classic report of the Maclagan 
k Committee on co-operation in 1915, die mov^nent mitered on 
its tMri stage of derdopmeht. The Committee, while 
emphasisii^ die impoTtanoe of rural sodotiM, insisted 
upon sound coKipeiative and boshMmISm pdadples for 
incdottion among members. < ' 

, (a) 'The ]^cifdes laid <fovrd are as follom : 
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(1) Knowledge <rf ccHjpewtive ^indides. 

(2) Honesty in adminiMistion. 

(3) Dealings with otembers only. 

(4) Loans not for specnlation. 

(5) Careful scrutiny and strict vigilance before and after 
malting advances. 

(6) Ultimate retponsibility to rest with members and 
not office-bearers. 

(7) Promotion of thrift and formation of a good reserve 
fund. 

(8) Only one vote for one man. 

(9) Capital to be raised preferably from the members and 
their neighbours only. 

(10) Punctuality of repayment. 

(b) The Committee further recommended somewUat 
'higher rates of interest on deposits from members in order to 
'promote the habit of thrift. Deposits should also be encouraged 
to be long-term rather than short-term. 

(c) The Committee also emphasised the importance of 
thorough audit and supervision in order to prevent bad manage- 
tnent and embezzlement, and to inspire the confidence of the 
investing public. 

(d) Finally, it is to be noted that it was largely as a result 
of the recommendations of the Committee, that Provincial 
Banks were established in almost all the Provinces. 

The Fourth atege : The Reforms Act of 1919 

The movement entered on ^fourth stage of its (development 
HdlSi ffie inawgoratkm of the^Montagu-Cbelmsford comtltiiddn. 
^nce dum it began to be administered by the lei^nnble 
ministers of the Provincial Governments, Use fitst efieot was 
a large addition to the number of societies aH over India, 
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although, of late, consolidation rather than expansion has 
become the key-note of the movement. 

The Fifth Stage 

The fifth and the final stage of the movement may be said 
to have been reached with the establishment of the Resme 
Bank of India in 1935. The Provincial ccKiperative Bank 
has become statutorily linked with the Reserve Bank in 
various ways. For instance, the Reserve Bank has been allowed 
to purchase, sell, and rediscount agricultural Bills and Promis' 
sory Notes endorsed by a Provincial co-operative Bank ; drawn 
for the purpose of financing seasonal operations, or for the 
purpose of the marketing of crops ; and maturing within nine 
months. Unfortunately, however, the Reserve Bank has not so 
far adopted a more liberal policy for helping the co-operative 
movement through its Agricultural Credit Department. The 
Committee, recently set up by the Reserve Bank for investiga- 
tions and recommendations, has come to the conclusion that 
nothing further can be done to help the rural societies unless 
they prove themselves to be credit-worthy. 

Different types of Gi-operetive societies : 

(1) Primary Agricultural credit society : 

Constitution and Function 

The financial structure of Co-operative credit is based upon 
the Primary societies and the greatest expansion of the 
co-operative movement has taken place in this direction 
as in 1933-4 the total number of primary credit societies 
was 78,758 with a total capital Rs. 33,98,77,937. They 
are associations of borrowers and non-borrowers, consisting 
of the residents of the locality who know one another and may 
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naturally be expected to take interest in one another’s affairs. 
They bring together persons of different status in life belonging 
to different creeds .and castes, into a common economic organise* 
tion and help to foster the true spirit of cooperative brother* 
hood. 

Every resident of a village, provided he is a person of 
good character, is eligible for membership. As liability is 
unlimited, the tangible assets of the society consist of the 
property possessed by all the members thereof, the details of 
which are entered in the ''Property-statement'' of the society, 
which document, is periodically revised. 

In some cases members contribute a small share capital. 
In the opinion of the Central Banking Enquiry Committee, 
the encouragement of subscription to share-capital by 
members as a method of collection of savings is to be preferred 
to a system of compulsory deposits. These societies are 
expected to raise locally, on the joint liability of members, 
capital to be lent out to the members. And whenever neces- 
sary, the local capital may be supplemented by small loans 
from the state, deposits from friendly non-members, and 
loans from Central and Provincial Banks. 

> 

How loans are to be advanced and collected- 

Definite principles have been laid down in the matter of 
the grants, utilisation and recovery of loans ; some of which we 
have already noticed, while studying the provisions of the Act 
of 1904 (vide ante). Briefly speaking, the loans are not to be 
advanced for an unproductive or wasteful object. The Indivi- 
dual maximum borrowing power of the members bears a 
definite fffoportion to the individual assets of the membms, 
and does not ordinarily exceed 50 p.c. of the value there-of. 
Tbe maximum borrowing power of the society as a whole is 
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.also fixed as a definite fraction of the net-assets of all the 
members composing it. 

Finally although these societies, especially the Agricultural 
ones, are theoretically based upon the principle of unlimited 
liability, in practice, as Mr Calvert has explained, the loss in a 
co-operative society will iiW. firstly on the member, secondly 
on his sureties, thirdly on the reserve, fourthly on the share- 
capital, on the unlimited liability of the members and 
finally on the creditors of the society. 

The management of the society. 

The management of these societies is democratic and 
honorary. There are two managing Bodies ; namely, a General 
Committee consisting of all the members ; and a Muna^'ng 
Committee, which is a smaller body consisting of 5 to 9 
members elected by the General Committee from among its 
members at its annual general meeting. The Managing Com- 
mittee is responsible for the routine and executive business of 
the society. The General Committee, however, retains control 
over the budget and the fundamental business of the society. 
There is also a paid secretary to the society. The object of 
the society is to prevent the cultivator from falling into the 
clqtdies of the mahajan as also to rescue him from his over- 

n 

whdming burden of indebtedness. The last object, however, 
is quite impracticable in as much as these primary credit 
societies can lend only short term and intermediate credit, 
and that too, within very definite limits, wbeneas indebtedness 
can be removed only by lot^ term credit of a rather large 
amount 

Disputes between a society and its meorfieis are submitted 
geoandlyto arbitratitm as {soceedingi would be very 
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Finally, as regaids dissolution of an unwoitby society, 
necessary powers have been given to the Registrar, thou^ it is 
to be hoped that si^ powers would be exercised sparingly. 

NonmgricttUural credit society. 

Although the co-operative credit movement {uimarily 
came into existence for conferring financial relief on the peasant, 
the need for similar facility for the non-agricultural classes 
came to be felt from the very beginning. The' example of the 
Schulze Delitsch type of credit society came to be copied in 
the organisation of these societies. We now fsoceed to 
indicate briefly the principal types of Non-agricultural credit 
societies prevailing in India at the present moment. 

(1) Peoples' Banks — ^These institutions are meant especially 
for the benefit of the middle class people especially in those 
areas which sufier from a deficiency of joint stock Banking. 
With their help local trade is being developed or -fostered in 
areas where otherwise population and industries are dwindling, 
and small artisans and citizens in every walk of life are 
acquiring the Banking habit. 

(2) Thrift and life insurance societies They promote 
thrift by collecting the savings of the people ^d investing 
them in the best possible way. Some of these societies also deal 
with Life insurance business. They are much developed in 
Madras. 

• (3) Artisan suckties— They seek to confer on artisans the^ 
same benefits which Agricultural societies do to the ryot. Here 
membership is opm to the followers of a particular ocdo^on 
and die haldlt^ ie unlimited^ So far, a few credit sodetiea 
fagve been organised’ for basket-midcm, pot-nelt8(s» Haefe 
naitbs, carpenters etc. , Them is a great scope for die deeeloqpK 
lamit M such sociedtsiA aid of Eoditt CoCfiige krilmt^ 
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(4) Societies for Mill-hands ; — The problem of indebted- 
ness is as much severe for the factory-hands as for the ryots. 
The ordinary labourers fall into the clutches of the jobbers in 
the absence of proper credit facilities. The social service 
league in Bombay has organised some societies for the benefit 
of factory workers. The illiteracy and the migratory character 
of labourers, however, is a great obstacle. 

(5) Societies for depressed classes ; — In Madras and 
Bombay some credit societies have been organised by the 
Social Service League and the Servants of India Society for the 
amelioration of the conditions of the so-called untouchables. 
Here, too, there is a great scope for development. 

(b) Societies for clerks : — ^The employees of large firms 
and of Government Departments especially in the lower-grade 
are generally involved in debts as they try to maintain the 
middle class standard of life with very small income. Credit 
societies, wherever they have been formed, thus supply a genuine 
need. There is a clear case for the establishment of such 
societies among the school teachers and the under-paid lecturers 
of private colleges. 

(7) Communal societies : — Credit societies based on 
communal lines should be discouraged ; as thereby the whole 
spirit of the co-operative movement is likely to be destroyed 
by the inoculation of the communal virus. 

Jiloii-credit agricultural movement. 

Experiences Europe specially in Denmark has proved 
that agriculture can gain in many respects besides credit fi^om 
the co-operative movemeot. Widi the help of coofieiEtive 
societies peasants can dispense with middlemen of all sorts, 
and purchase agricultural tools, manures, seed etc. at reduced 
prices and sell their products at a reasonable price. Thus the 
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noiHxedit agricultural movement aims at the elimination of the 
middleman ftom the first stage to the last. In India a great 
deal of progress has yet to be made in this direction before 
the peasant can reap all the benefits be might have obtained 
from cooperation in this wider sense. 

Nevertheless, here and there some start has been made. 
For instance, we have got some Cattle lusurance societies. Cattle 
bneding societies, fencing societies. Co-operative Irrigation 
societies. Land Improvement societies, Dairy societies and 
societies for the consolidation of holdings, though so far only a 
beginning has been made. As Dr. Clouston has said ; “The 
good work done by the cotton sale societies in Bombay, the 
irrigation and milk societies of Bengal, the cooperative seed 
societies and Dairy societies in the Central Provinces ; and 
the societies for the consolidation of holdings, clearance of 
silt in canal and sale of farm produce in the Punjab, encoura- 
ges one to hope that, given the necessary organising staff, 
cooperation will play, in course of time, as great a part in 
assuring the cultivator of the full return of his labour, as it has 
in providing him with cheap capital.’’ To fulfil the promise of 
cooperation however, much closer coordination, between the 
Agricultural mid Veterinary Departments on the one hand, 
and between the Agricultural and the Cooperative 
Departments on the other hand, is necessary. 

Multiple-purpose vs. single-purpose society. 

Divergent views have been expressed as regards the feasibi- 
4ity of starting multiple-purpose Cooperative sodettes 
even where members for one purpose are not necessarily those 
for other purposes. The hfeclagan Committee, for instance, 
observed, ‘Most forms of agricultural non-credit societies, 
4 U)d specially those for the supply of.seed and implements can, 
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in our opinion, best be combined with credit societies.’ The 
main arguments for such a multiple purpose society are two- 
fold : (1) the lack of competent officers for the several societies 
of a particular area, (2) the greater concentration of efforts 
which holds the promise of greater success. 

On the other hand, there are critics who have pointed out 
the demerits of this system. The Central Provinces Committee, 
for instance, have objected to such amalgamations because 
“Failure of a form of Co-operation for which the people are 
not ready may prejudice a form which would otherwise be 
successful.” It is further objectional for a society with unlimited 
liability to embark upon any functions involving financial risk. 
The Committee, however, do not object to the multiplication 
of functions of limited liability societies, or to the combination 
of better living or better farming societies with societies of 
unlimited liability. Similarly, the Madras Committee recom- 
mended that selected co-operatives should also cany on village 
sanitation and village improvements. 

Nonreredit non-agricultur*! society. 

These societies have also got to play a very large part in 
the economic regeneration of the artisans and the lower middle 
classes. • 

The main types prevalent in India are briefly enumerated 
below : 

(/) Artisan society for purchase and sale As the Maclag an 
Committee has observed, successful attempt have been made 
•to arrange for the purchase of yam and silk for weavers, cane 
for basket-makers, timbers for carpenters and implements for 
several industries. There is an excellent field for co-tqperative 
endeavour in diis direction in tiie cotton hand-loom industry. 
(.») Unskilled IcAontm' Madras are find some 
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oo-opentive aodedes irhich ondotake contracts for earth-^rork, 
Road-repairs, etc. The scope for such work, however, is 
strictly limited. Moreover, a great deal of opposition has to be 
faced from the vested interests of private contracton. 

(3) C(hoperatm starts : — Co-operative stores as a device 
for eliminating the middleman in our ordinary day to day 
purchase have made the greatest progress in England where the 
Rochdale pioneer’s society and the co-operative whole sale 
society have got branches almost throughout England. In 
India, however, the progress achieved in this direction is 
unsatisfactory, there being only a few successful cooperative 
stores like the Triplicane stores of Madras and the* Railway 
stores in the United Provinces and Bombay. The main reasons 
tor the comparative failure of the movement are want of loyalty 
on the part of members, absence of good management, the 
small margin between whole-sale and retail prices and absence 
of a large class of people with settled incomes and well-planned 
expenditure. 

(4) Housing societies Cooperative housing has played 
a very large part in the solution of the housing problem of 
British labourers. In Bombay there is a Cooperative Housing 
Association under whose auspices a number of housing societies 
has been constituted for the benefit of the middle class people. 
There are four main types of housing societies : 

(1) Zand societies — which only purchase the building plot 
for their members. 

(2) Mutual Benefit lending societies — which build bonsot 

on a co-opoative basis with the ultimate purpose of transfeRiog 
ownership the members. ' 

(3) Tenant co-partnersUf i$d«Hef-thg which hotfses arb 
jointly bttitt and jo^y ««nad and maintahred, tifo titssiiitag 

11 
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fimds, coming from the shares held by members and loans 
raised on the security of the Joint property. 

(4) Societies for luring and purchasing houses — which seek 
to rent houses to factory hands at a cheap rate. 

Having discussed the main types of Primary societies, 
credit and non-credit, agricultural and non>«gricultural, we now 
proceed to consider the higher types of co-operative organi- 
sations in the co-operative hierarchy. The three main 
types are : 

(1) Unions, 

(2) Central Banks, 

(3) Provincial Banks. 

In 1933-34 there were altogether 878 Unions with a 
total working capital of affiliated societies amounting to over 
Rupees 27 crores ; 603 Central Banks with the working 

capital of over Rupees 30 crores, and 10 Provincial Banks 
with the working capital of over Rupees 11 crores. 

We now proceed to give a more detailed account ol the 
three main types of co-operative central societies. 

1. COOPERATIVE UNIONS : DIFFERENT TYPES. 

A union consists 5 or more societies usually situated 
within a maximum radius of 5 to 8 miles from the union head 
quarters. 

A union committee, consisting of the representatives 
of the various member societies, manages its affairs. The 
4unctioils of the union consist of supervising the affairs 

the member societies, and forming a link between the 
Primary societies and ihe Central Baidu. Unions came into 
as the requisite trained peisoonel for the work of 
rii|;av»ion ^ not avsiUiUe in every vjUege,, These unions 
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aie local supervising agencies, representative of and responsible 
to the constituent societies. The Macli^an Committee on 
Indian cooperation, which studied the working of the move* 
ment during 1914-15, urged that the local union, especially in 
areas where primary societies were financed by banks with wide 
areas of operation, served as a valuable agency for decentralizing 
sujpervision and for securing mutual control. The Royal 
cotnmission on Indian Agriculture also observed that the success 
achieved in securing federal control through local unions was 
satisfactory enough to merit the extension of the system and 
its furtherance by the grant of state-aid. 

Unions can be either, 

(a) Guaranteeing union — as in Bihar and Orissa and 
Burma, or 

(b) Supervising union — as in Madras and Bombay, or 

(c) Banking union-^ in the Punjab. 

.'(A) The Guaranteeing union. 

It combines the function of supervision with a system of 
guarantee. The guarantee extends to the outside borrowings of 
constituent societies. This guarantee and the trork of super- 
vision were supposed to be closely inter-connected, the 
guarantee being worthless without any mutual control, and the 
w'olk of supervision being considered effective only with the 
sanction of the guarantee behind it. In practice, however, 
the guarantee has proved wholly illusory in the provinces in 
which it was tried, and Bombay, the central Provindes and 
Berar abandoned the institution more than a decade ago. In 
Bihar and Orissa, some guaranteeing unions still exists 
but they do not fqrp an' integral part of the finandal 
-structure. ' i, < 
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(B) SupDrvistng unions. 

Unions for supervision were first started on a large scale in- 
Madras and are now an integral part of the cooperative 
financial structure of that province. Bombay also adopted 
this type of unions after its abandonment of the guaranteeing 
union. The principal duties of the unions in both the provinces 
are to supervise the working of affiliated societies, to promote 
the interests of their members, to see that the accounts are in 
order, to assist in preparing statements of credit, to stimulate 
the recovery of loans, to promote the spread of cooperative 
education and to help in organizing co operative activities for 
purposes other than credit. 

The membership of a union is generally confined to 20 to 
30 primary societies, and in area it rarely exceeds a Taluk. 
The union appoints committees which meet very frequently, 
and depute individual members or sub-committees to visit 
weak or defaulting societies and to assist them in all sorts of 
ways. But the principal work is done by paid supervisors 
who are being given the necessary training for their work. 

In the Punjab, Bengal, the central Provinces and Berar, 
and the U. P., there are no supervising unions, though there 
are provincial controlling federations. As these provincial 
unions are not federations of local union, they do not derive 
strength from the organized forces of local unions and in some 
of the provinces, the requisite cementing force is supplied by- 
the R^istrar of co-operative societies, 

II. CO-OPERATIVE CENTRAL BANKS 

ThD aeeeuitf for sach Banks. 

ThB need for CoKiperative Oentud* Btuiks in India arises 
primarily out of the fact that our loraf czeiUt societies are- 



CO-OPBRATIVE MOVEMENT IN INDIA 


165 


■seldom self-sufficient in the matter of capital, atld as such they 
are under the necessity of borrowing from abroad the cqiital 
needed for granting loans to their members. As it is hardly 
possible for isolated village banks to raise the necessary loan 
Aom joint stock Banks or from other sources, the necessity 
arises of creating special institutions which will act as an 
intermediary between the rural co-operatives on the one hand 
and the money market on the other. The Co-operative Central 
Bank is the most important of such special institutions. 

As Dr. J. P. Niyogi has pointed out in a recent article, in 
Germany, Central Banks were established to balance the 
excess or deficiency in the capital of primary credit societies. 
In this country, on the other hand, the need for Central Banks 
was felt not so much for balancing surpluses as for supplying 
capital to credit societies that were started with little or 
no owned capital. 

It was felt from the very outset that Co-operative Central 
Banks should not be started unless some progresss was achieved 
by village banks. In 1907 Mr. Wolff expressed the opinion 
that time was not yet ripe for starting Central Banks, and that 
it would be better for the future of the movement to build up 
from below. But very soon it came to be realised that Central 
Banks were necessary not only for giving financial aid to 
village soebieties but also for supervising and organizing their 
■work. Accordingly, the co-operative Societies’ Act of 1912 was 
passed recognising various forms of central co-operative Institu- 
tions. 

Different types of Central Banks. 

At fust Central Banks were of two types : 

(1) -The ca^aHstic, and (2) t he purely co-opetative. 

The capiUilistic banks were ju^t ordinary joint stock 
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banks in which share-holders were individuals having little or 
no connexions with the bonowing village societies whose assets 
they never tried to appraise and to whom they lent money on 
the recommendation of the Registrar of co-operative societies^ 
These banks were naturally unpopular and they either went 
out of existence or changed their character in the course of 
a few years. 

The pure type of co-operative banks* on the other 
hand, was based entirely on co-operative principles. Here the 
share-holders were the ordinary village banks. But these banks 
were in advance of their times, and they were much handicapped 
on account of both paucity of capital and lack of proper business- 
capacity. 

As both the capitalistic and the pun types of Central 
Bank were found to be unsuitable, the Government 
groped its way to a mixed type under which Central Banks 
could secure the services of individuals outside the co-operative 
organisation. According to this plan, the shares of Central 
Banks were divided into two classes : (1) ^Preference shares 

which could be held by individuals, and (2) ordinary shares 
to be held by affiliated societies. It is this mixed type which 
p^ominates in Bengal, and as many as 70 out of a total of 
118 Central Banks are of this type. , 

Besides the central credit Banks of the standard type, there 
are other spmcU central societies in the different provinces of 
India. For example, 

(1) In the Punjab, there are 1 central Industrial Bank, 
5 industrial unions and 3 weavers’ unions exclusive of 33 other 
non^xedit unions. 

(2) In the united Provinces, there are 5 agricultural 
supply societies, 2 industrial unions and 1 sale union, exclu- 
«ve of one industrial federation. 
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(3) In Bengal, there are 6 milk onions, 1 wholesale sodety 
and 10 Industrial unions, exclusive of 2 propagandist unions 
and 1 Central Bank for inigation societies. 

Capital renpurcen of Central Banks. 

The resources of Central Banks consist of their own share 
capital and Reserve funds, deposits of various kinds, Provident 
and saving deposits, over<drafts and short term loans fh>m 
Imperial Bank and some Joint stock Banks,' and loans and 
advances from the Provincial Bank and sometimes from other 
central and co-operative Banks. 

The position of Central Banks in some Provinces has 
become so stable that Municipalities, Local Bodies, Universities 
and other quasi-public bodies are allowed to deposit their 
surplus fund with them. These Central Banks are required to 
maintain adequate fluid resources to meet the depositors,’ 
claim, the standard being fixed by the Registrar. 

Recommendations of the Central Banking 
Enquiry Committee 

In order to protect the depositors’ interests, the Central 
Banking Enquiry Committee recommends that* the limited 
liability of the share-holders should be coupled with a reserve 
liability of the face value of the shares. It also recommends 
that Central Banks should start a bad-debt fund carrying a 
reasonable amount of the profits to that fund in addition 
to the statutory allocation to Reserve fund in order to provide 
against losses which may arise from part of the fund invested 
in Primary societies ultimately proving irrecoverable. 

Area of operation 

The area served by esoh individnsl oo*opetative Oentral 
Bank is not at all uniform. It varies from provinee to ptovinee, 
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aad ma witliin a pariioulttr ^rovinoa. GUrntraUy aptaking, it may 
be said that ezoept in Bengal, Bihar, Oriesa and the United 
Provinoee, the district is the unit for the Central Bank. As Mr. 
H L Kazi has observed, the questions of the personnel and of the 
area of operations are olosely inter-connected It may be difBcult 
to find a good personnel for running a pure type of bank, if its area 
is wide and its business is on an extensive scale On the other hand, 
for a bank with a small area and restricted operations, it is difBcult 
to find a better personnel than representatives of primary societies 
from among the local public not otherwise oonneoted with the 
movement. 

Central Banks and individual borrowers. 

During the earlier days of the Movement, there was a lively 
controversy on the question of central Banks having direct 
undertakings with individual members. The Maclagan Committee 
oondemned the idea, and the loans due by individuals now consti- 
tute less than 2% of the total working capital of Central Banks. 
These consist either of previous loans still under recovery or fresh 
advances by some banks to members against their deposits with 
them The latter practice is not at all objectionable, as it amounts 
to a prepayment of a part of the deposits, and also helps to attract 
depositors to a bank Central Banks also occasionally advance 
loans against agricultural produce This type of business is 
certainly not suited to the nature of Central Banks. In the opinion 
of Mr. Eazi it is permissible only in centres where there are no 
urban banks or primary societies which can take up this business, 
and when the Banks (central) concerned have actual surplus funds 
on hand, after fully providing for the needs of their constituent 
societies 

Central Banks are not allowed to handle other types of business 
with private individuals for the following reasons : 

(1) The staff that is trained for examining the credits of rural 
societies may not be competent to form any ooneot estimate of the 
financial credit of private individuals. . 

(fit) Seesfidb, if relationa with individual members a)ro 
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started, there will be no progrtBS towards the ledetal form of 
organisation. 

How Central Banks can grant loans. 

The main functions of Central Banks are, therefore, closely 
•connected with the numerous village banks over which they preside* 
**ln India, where more than 60% of the resources of primary agricul- 
tural societies are derived from central financing agencies, these 
latter institutions not only have a vital interest in the financial 
safety of the primary societies to which they provide credit, but 
they more than any other agency within the Movement, are in a 
position to ensure that the suggestions made and the directions 
(given) will be carried out *’ As a matter of fact, in most of the 
major provinces of India, Central Banks are interesting themselves 
in the work of inspection The task of inspection generally involves 
enquiries regarding the security provided by borrowing societies 
and their financial strength 

As regards loans, it is laid down that village societies holding 
shares in Central Banks shall be entitled to a maximum amount of 
accommodation equal to ten times the actual paid-up 
value of shares held Within this maximum, the actual 
amount of loan is determined by the normal credit of a 
village society which is the sum total of the normal 
credit of all the individuals comprising a particular society *The 
normal credit of an individual member represents his annual 
recurring expenses for seeds, manures, payment of labour and 
maintenance of family,” During the last economic depression. 
Central Banks committed a great mistake in investing short term 
deposits in long term loans, with the result that a large part of 
their working capital became unrealisable Though reform 
measures are being adopted, recovery can only be slow and difficult. 

-ill. PROVINCIAL CO-OPERATIVE BANK 

The Importance of such Banks. 

Presiding over the primary -societijes and the centrfil l)anks,oft 
•a4>rovince, there are in all the provinces ofrBrhiriiiiidia except 
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the United Provinces, Provincial co*operative Banks which act 
as financing agencies and balancing centres to the central banks. 
The constitution of the Provincial Banks is governed by the 
same principles as that of Central Banks, and the ideal is the 
same in both the cases. i.e. Provincial Banks can be capitalistic, 
purely co-operative and mixed ; and the mixed type seems to be 
most suitable at present. Many of these Banks enjoy cash 
credit and overdraft arrangements with the Imperial Bank and 
other joint stock banks. They also get short term money and 
call money from many commercial banks. Money flows 
from the Provincial Bank to the Central Bank, and from the 
central bank to the rural societies and from them to the 
Individual borrowers. “The underlying idea is that the 
resources of the society should be made available to thousands 
of small cultivators who need accommodation, thinning out the 
stream of the water collected, sending it in rills over a broad 
surface, so that irrigation may be perfect, and reaching every 
root to be watered.’’ 

Imperfect control over Central Banka. 

Although the Provinoial Cooperative Bank is eupposed to 
control and supervise the affiliated central Banks, the aetusi 
position is somewhat anomalous as there is hardly any prohibition 
of dealings of Central Banks with outside banking agencies- In 
Madras, for instance, central banks have regular overdraft 
arrangements with the Imperial Bank of India, these credits being 
secured on the demand promissory nbtes of agricultural societies. 
Similar arrangements as regards advances on the security of 
Oovernment paper prevail in Bombay and the Punjab. In Bombay 
the deposit of surplus funds with joint stock banks is permissible, 
while in the Punjab a Central Bank may lend to a Banking union 
in its district. The general tendency, however. Is for central banks 
to givg up borrowing firom joint stock banks or Inter-lending among 
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themaelTeB, and to regard the apex bank as their only link with the 
wider money market 

The apex Banka, in their turn, apeoially in Bombay, the central 
Provincea add Berar have been trying to ensure unity in policy and 
uniformity of practice among the different central Banka but in 
the performance of this task, these institutions hare to face many 
diflioultiea and to orercome the natural aversion to outside inter- 
vention arising out of want of appreciation of the meaning and 
value of federal control. So long the only oo ordinating agency has 
been apparently the Registrar oi oo operative societies who has 
been empowered to exercise control over all co-operative Societies. 
But the need for some form of federal control through a federal 
organisation, so essential to the healthy growth of the co-operative 
movement, can not be supplied by an individual officer, however, 
able, not responsible to the movement. Nor is there any ground for 
thinking that the Registrar is teohnioaJly always qualified to offer 
the required guidance That is the reason why the Punjab Govern- 
moot appointed a banking Adviser to the Provincial and central 
co-operative banks of the province. In other countries, this unify* 
ing element is supplied by the national banks or national federa- 
tions themselves In India, although centralization is repugnant 
to the trend of co-operative development, the need for some 
measure of unification is being increasingly realised **Without 
some measure of unification the co-operative movement in the 
different provinces will not be in a position to develop to its fullest 
capacity, to withstand the oposition of powerful organised banking 
interests and to secure due recognition from the Governmet '' 

Idea of an All-India Institution 

The Maolagan Committee Recommended the establishment of 
an AlMndia Co-operative Bank to co-ordinate the co-operative 
activities of the different provinces and to serve as an apex bank 
for the different Provincial Banks In the present stage of our 
co-operative development, however, such a central institution 
seems to be neither practicable nor desirable. The necessary 
unifying and co-ordinating agency can be found hi the Indian 
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E^orincial Co-oparative Banks' i^s8oeiatk>n» tha All«»Jndia ao-opara- 
tive Institutes' i^sBooSation and the Reser?e Bank of India 

A general evaluation of the co-operative 
movement in India. 

Achievements' of co-operation 

Over 3D years have passed since the co-operative movement 
was introduced in India and it is now possible to point out both 
its failures and its achievements. It is indeed very easy to 
condemn the movement as rural India is not flowing with 
the milk and honey which was anticipated by the original 

pioneerfi and early prophets. Nevertheless, it is possible to 

point out some solid achievements on the credit side. 

(1) The most cheerful side of the picture is the general reduc- 

tion in the interest rates of money-lenders wherever co-operation 
prevails. The cheaper credit made available by co-operative 
societies has resulted in much saving, estimated by Miss Hough 
at about 3 crores of Rupees. On the other hand, it is quite 

possible that the attraction of a cheaper credit has tempted 

the more improvident into greater embarrassment. 

(2) Secondly, it has fostered the Banking habit among the 
people and the little amount of hoarded wealth among the 
rural people is being gradually coaxed into fruitful employment. 
Co-operative Banking with a total working capital of over 
Rs. 99 crores has now become an important factor in the 
money market of the country. 

(3) Thirdly, co-operation has promoted the haMt of thrift. 
Though doubts have been expressed by several Provincial 
Banking Inquiry, Committees on this point, the Bengal 
Committee is certain that "the greatest benefit that this 
movementhas impasted to its members, is the incidcation oC 
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the virtue of thrift.” The development of Insurance societies 
and the increased use of the ”home^ving boxes are hopeful 
signs in this respect. 

(4) Fourthly, co-operative societies serve as a ^>od trai - 
nin g sround for th eir mem hers in business methods an d 
kadership . The last objective is not properly fulfilled on 
account of too much official interference. 

(5) Fifthly, co-operative societies have sometimes made a 
large contribution to charitable and pub l ic health purposes. 
The Ganja cultivators’ co-operative society, for instance, has 
maintained three charitable dispensaries and one well-equipped 
veterinary dispensary for the welfare of the poor ryots. 

(6) Sixthly, Agri:ultute, India's prime industry, has 
benefited in a Variety of ways from co operation. In the Punjab, 
co-operative societies for the consolidation of agricultural 
holdings have been remarkably successful Co-operative 
Irrigation Societies in Bengal, Land Reclamation Societies ' in 
Madfas, Better Living societies for discouraging un-necessary 
expenditure, Arbitration societies for reducing the amount of 
litigation, and Better farming societies,— all these different forms 
of CO operative activity have conferred much benefits, direct 
and indirect, on the Indian agriculturist. Above all, co-opera- 
tion has rendered easy the work of the Agricultural Depart- 
ment. “It has provided the means whereby each improved 
variety of seed can be obtained from the government farm for 
each village over large areas, it has enabled the purity of the 
seed to be ma int ain ed and the best price to be secured for the 
produce, it has placed within the easy reach of the cultivator 
cheap manure and implements tested and approved by experts ; 
it has supplied to cattle breeders bulls of superior strains for the 
improvement of the vilh^e herds ; and it has pronded the 
means by which useful informatlcm can be dkaemitiatedv ' In 
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short, cooperstion has helped the peasant to realise the ideal 
of betUr farmngy better business and better living, 

(7) Again, factory labourers, artisans. Depressed classes 
as well as some of the lower middle classes have been benefited 
in various ways. Co.operative Housing schemes, for instance, 
have been a great boon to the factory hands. 

(8) Lastly, co*operation has conferred ffeaX.Jntellectual 
and moral benefits on the rural people. It has brought abour 
a feeling uf UnU|il amon^ibe masses who have been divided 
by all sorts of distinctions of caste rnd creed. 

As Lord Linlithgow has observed, “Mere numbers are not 
a measure of success in co-operation. Quality is the test and 
qualities are to be measured as much by the extent to which 
membership improves the general outlook of the individual 
members as by any betterment that it may effect in bis 
economic conditions.” 

Increased openness to suggestions of improved methods of 
production is certainly an important product of the move- 
ment. Moreover litigations and extravagance, drunkenness and 
gambling are all at a discount in a good co-operative society. 
The movement has awakened in some cases a keen desire for 
education and higher standard of living. In short, the co-operar 
live movement might easily result in a revival of the old 
corporate life of the villages, of "an antique world, when service 
sweat for duty, and not for praise.” 

Defects of the movement. 

When all is said and done, however, we cannot be bind 
to the signal failures and sfiort-comings of the movement 
Jfirst — All the benefits diat we have just enumerated have 
been realised a veiy lismted extent. Co-operative credit 
has met some amouitt of prospmity only in those regiom 
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where the monsoon is normsl. In other regions overdoes 
are highly excessive. 

Seconily^^j^i has been generally defectiv e owing to the 
lack of trained auditors, hence cases of bad management and 
embeszlement are not rare. 

Thirdly — Co-operative finance has been i nelas tic, dilator y 
and i nadequ ate. 

According to the various Provincial Banking enquiry 
Committees, Co-operative credit societies have been responsible 
lor 2 p.c. of the total credit in Bihar and Orissa, 5*3 p.c.. in 
Bombay. The result is that the cultivator who is a member 
of the credit society has to resort frequently to the money-lender 
as well for accommodation. The remedy for these defects 
lies in fixing the credit limit of each member in advance 
of the season ; and in making arrangements for securing the 
necessary finance in time. Moreover co-operation in itself cannot 
remove the huge agricultural indebtedness of the country for 
which land-mortgage Banks, as we shall see in the next 
chapter, are essential. 

Fourthly — Agriculfiiral c redit has been too costly in as much 
as most of the capital of the JPrimary societies has to be 
borrowed from outside at a higher rate of interest. We might 
also observe in this connection that the policies pursued form- 
erly by the Imperial Bank of India and now by the Reserve 
Bank are not calculated to give the movement the necessary 
amount of support 

Fifthly — The co-operative movement is still predominantl y 
y rrpAW movemen t In 1929-30 credit societies reproented 
almost 85 per. cent of the primary societies. Consumers' 
co-operation,, producers’ txH>peration,andco‘opamtive market-'* 
all these ^Mses of the movement have been exceedingly 
disappoints^ 
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SxiM)h-The development of co-opeiation has been much 
han'dicapped by the illiteracy and lack of proper business 
experience of the average member, the shortage of fimds at the 
disposal of primary societies owing to the abysmal poverty of 
the people, and the unhealthy dependence of the major 
branch of the movement upon climatic conditions. 

SevenMy—The lack of trained office-bearers and general 
ignorance about co-operative principles, have been a still further 
handicap. 

Zast/y — The most ’fundamental defect of the co-operative 
movement is that it has been so far not so much a movement as 
a Government policy. In Europe co-operation has been success- 
ful, because it was a spontaneous action of the people them- 
selves, who were conscious of its fundamental principles as also 
of its great benefits. In India, on the other hand, what has 
been established, has been by Government initiative, kept in 
order by Government audit, and really financed by Government 
credit, because funds came from the people who as a rule would 
not entrust their money to the Banks unless they knew that the 
Government was behind them. Again Government officials 
who technically were appointed to help and guide the Co-opera- 
tors have been virtually Dictators, imposing their will in every 
minute detail. 

The Registrar of the co-operative societies has been virtually 
its Brahma, Vishnu and Shiva. Nevertheless there can 
hardly be any doubt that the ultimate salvation of Rural India 
largely depends upon the complete realisation in practice of the 
co-operative ideal. Fascism, Bolshevism, Nazism, all diese 
"isms” worship the God of force who in Italy, wears 
a Black shirt, in Germany a Brown and in Russia a 
Red shirt. There is no clean white riiirt among them, 
"whereas we learn from the Apocalypse that the armies 
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of Heaven are clofbfid in fine linen, white and dean, 
and are led 1^ a Commander called faithful and true. In her 
great co-operative Commonwealth, India will point the way 
to the brotherhood of man, and the Federation of the world,, 
when men shall beat their swords into ploughshares and their 
spears into pruning hooks, and when Nation shall not lift np 
sword against nation, neither shall they learn war any more.’* 
(Sir Daniel Hamjlton) 

MORTGAGE BANKS 

The necessity for Land mortgage Banks in India. 

We have already seen that the Indian ryot requires mainly 
fAree types of credit : SA'trt term credit, intermediate credit 
and long* term credit. So far as the first two types are con* 
cerned, the co-operative credit societies, if properly organised, 
might grant the necessary facilities. 

Long term credit, however, involving as it does the locking 
up of a large amount of capital for a number of years, cannot 
with safety be supplied ekher by the co-operative societies or 
by the Commercial Banks. Thus arises the necessity for 
special financial Institutions for this specific purpose. It has 
been proposed that land mortgage Banks can serve this special 
purpose. 

Objects of Land Mortgage Banks. 

Before dealing with the constitution of different types of 
land mortgage Banks we might dearly state the principal 
objects for their establidimmtt. These are : — 

V^) The redenq>ti<m of the land and honour of agricul- 
turists. jT 

i(k)^Tbe iaq^nortmert of lands and methods of cultivation 
and building of houses of agriculturists. 

12 .. 
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The liquidation of old debts. 

NC^y^The purdiase of land in special cases only to be 
prescribed in the bye-laws so as to {Hxvent land speculation. 


/oi 


different 


V 

typed of Land Mortgage Banks. 


""ijaDd mortgage Banks are of various typ^s and can be classified as 
Co-'Operativei N<mrco-operat'Me and qitasi-co-operative. 

The Co-operaiive type is illustrated in the Prussian Farm Mortgage 
Mutual Credit Association ivhich consists of borrowers only. Credit 
is created by the issue of Mortgage bonds bearing interest and made 
payable to bearer and these bonds are regarded as perfect types of in- 
vestment in Germany. The Federal Farm Lwns Banks* of the U.S.A. 
are also of tlio same type. ^ 

The ncn-co-operatwe type is represented by Joint stock land mort- 
gage Banks in Europe based on the model of Credit Foncier do France. 
The Agricultural Bank of Egypt illuBtrates this type. 

The Qutm-Co^operatM type is represented by the Hungarian Land 
Mortgage Institute and National Small Holdings Land Mortgage Insti- 
tutes ; these are Associations formed with share-capital and on a limi- 
ted liability-basis, but in which each member has a single vote, and 
the dividend on share Capital is fixed at a low-figure. 


The type that suits India. 

So far as big Zeminders, specially in the permanently settled tracts, 
are concerned, the commercial type might be suitable for India. But 
for the small agriculturists the Quasi -Co-operative type seems to be 
most practicable, though the ideal should be the pure Prussian Model. 
And as a matter of fact the few land mortgage Banks at present extant 
in India are of this type. 

HISTORY OF LAND MORTGAGE BANK IN INDIA. 


Failure of early experiments. 

The first Land Mortgage Bank set up in India was iadbrporated in 
London with « nominal eapital of £d, 000,000 of which only 1/lOth 
was paid-up. The working capital was secured by the issue of deben- 
tuzesatalittlsover 5% per asmum and r^ynUe^thin 00 years at 
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'par. liOanB ware gwiM lor a maximum period of 7 yem at a rate of 
interest varying between 8 to 10%. The Bank dourished for about 80 
years only to eoHapse in 1685 for unoontroBable circumstanoee. This 
bank was a purely private adair, and received no aid from the Ck>vern<^ 
ment. 

The earliest soheme of a state-aided private bank was prepared by 
the Government of India in consultation with the Bombay Government 
in 1682. The Bank was to« be started in the Purandhar Taluk of the 
Poona District with a Oapital of Bs. 2,00,000. The purpose of the 
Banjc was to liquidate the indebtedness of the ryot with the help of a 
Government loan of Ks. 6} lakhs at 4%, the bank lending to 'the ryot 
at 9% for a period not exceeding 10 years. The Bank was to restrict 
it dealings to the more solvent cultivators. 

The scheme, thus framed, was submitted to the Secretary of state 
for India for his approval. The latter however rejected it on the 
following grounds : — 

(1) The position of the Bank is anomalous. It is a private concern 
and yet it claims so many special privileges from the government. 

(2) There is no reason why the Bank should borrow at 4% and 
JieT^dl at 9% thereby depriving the ryot of the benefit of a lower rate of 
interest (as if but for the Bank, the ryot could borrow at a lower rate.) 

(3) That in view of the passing of the Deccan Agriculturists’ Bbliof 
A?t of 1879, the proposed scheme was un-necessary in the ryot's 
^interests. 

The Punjab experiment. 

I| was not till more than 80 years later that land mortgage banks 
wi^ established in India under the auspices of the Oo-operative Depart- 
metit. It was the Punjab who took the lead in this matter by establi- 
shing the I’han Co-operative Mortgage Banks in that province. 

Experiment in Madras. 

In Hhdtas there is 1 central Land Mortgage Bank and 88 primary 
Land Mortgage Banks. The Madras OcNifperative Land Mortgage 
Bank Act of 1984 authotieSs the Local Government to guarantee both 
the principal aind the interest of the debentures issued by tbe central 
liSind Mdftgage Baft nad-contes onrihe Bank eSective legal powers of 
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«oltootioii from defaulterst ^tbe ioMl ot 4<^tum iuUBd by the 
fiank up to Novembet 1985 was Be. 85^ tokhe. i 

Experiment in Bombay. 

In Bombay, the earliest experiments were made in the Bharwar and 
Broach districts and a little lat«r another bank was set up in the 
Paohora Taluk under tne auspices of the Bombay Provincial Ca-opera* 
tive Bank which opened up a separate Land Mortgage Department. 
Debentures of the value of Bs. 7 lakhs were purchased by the 
Government. Every loan was to be sanctioned by the Provincial Bank 
and the Bogistrar, the maximum permissible to any individual being 
fixed at Rs. 10,000. The sucess of the Broach experiment induced the 
Government to set up a Land Mortgage Oommittee. Following the 
recommendations of the Committee, 10 more primary land mortgage 
banks were set up. Besides a Central L. M. Bank styled the Bombay 
provincial Land Mortgage Bank was registered in December 1985 with 
an authorised capital of Bs. 10,00,000. The Government promised to 
guarantee both the principal and the interest of the debentures issued 
by the Provincial Bank up to the value of Bs. 10 lakhs. The membership 
of the Central Bank was to be composite, being open to land mortgage 
banks. 

I^periment in Bengal 

In Bengal the scheme for the establishment of Land 
Mortgage Banks took a definite shape when the Bengal Bank- 
ing Inquiry Committee recommended their establishment with 
capital derived iixim debentures the interest on which was ^ be 
guaranteed 1^ the Government. Of chune, even before this, 
there were 2 so-called L M. banks, one at Bhola mi die other 
at Naogan. The Bhola bank has Jlieen ntther itii^;ni6cant. 
The Naogan Bank has ah autborbed ifintc ca^tal of Rs. 5 
lakhs. Loans to rnembdrs do not mi^ed tO tiiass iStp value of 
liwir paid-iq) shans and bw 10 to 

percent. Thepiosperi^’Of tfoeBankbhi^lp daaeotbe- 
atratijt viiqppoiit of a#tiviibpia' 
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Tbe fnitfi . d liUfti ri PB of (^^freadj the Med 

«faip of tite ogrioiidtltrfel debtor And penuaded die GoivnninM; 
to iMtMh Out « teotetise aclieme of setting np L. M, boakifn 
0ve Bengal dMriotti, aameljr MFinensingh, Pabiui, Rmgsm 
Tipi^ and BirMeoi* The ntembeiship of diese banks it 
open to men of United means, who may not be members of 
co-operative societies, but who most satisfy the authorities as 
regards their capacity to pay interest and other charges on the 
loans granted. The capital of these L. M. banks is derived from 
two sources : (1) shares and (2) yield of debentures not 
exceeding Rs. 12 lakhs to be floated by the Bengal Provincial 
Co-operative Bank. The Government guarantees the interest on 
these debentures. The amount which any individual L.M. 
bank is allowed to borrow is subject to two restrictions, namely 
(1) that it can not borrow more than 20 times the paid-up 
capital plus its reserve^iind ; (2) that it can not bonow 
more than 50 per cent of the total value of the lands 
mortgi^ed by banks. 

Again the conditions of borrowing by individual members 
have been defined as follows ; — 

(a) No member can borrow in excess of * 20 times the 
values of his paid-up share subject Xo a maximum of Rs. 2^500 
which limit can be raised on special occasions to Rs, 5000. 

(b) No member can borrow in excess of 50 per cent 
of flie'nualcet value <rfthe lands assigned by mortgage deeds 
to the bask. 

(c) No cab borrow who is at the same fltse a 

membtt Of any othtwaboperative society unless bis ap^i^on 
is ladManpeaded both by the cooperative so«My fhS 
CeqMl^iudttowMdsthesoojfyjtafBU^ "" 

ld> 
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Bank as regards his capacity to pay tb6 aimnd interest and tfie 
instalment of the principal stun due from him. 

(e) No member can borrow unless he gives a definite 
assurance that the land mortgaged by him will not be subjected^ 
to any further encumbrances. Besidesi the Directors ra^, at 
their discretion, require the borrower to furnish two personal 
securities. 

(f) Loans can be granted for a period not exceeding 20 
years. 

Osncluaions 

It is clear from the above brief account that L. M. 
banking in Bengal is rAmparativelv un developed compared t o 
the position prevailing both in Madras and Bombay. There is 
no central L. M. bank here to control and finance die primaries. 
Instead, the Provincial co-operative Bank is filling up the gap 
If we just remember the vital difference between L. M. banking 
and co-operative banking, we can easily real ise fe e incongruity 
of entrusting both the functions to one single institution. As 
Dr. Niyogi pointed out, in one respect, however, the Bengal 
experiment has improved upon the practice in Bombay. 
“In Bombay the Provincial co-operative Bank floated debenture 
by means of a charge on its general assets and not specifically 
on the mortgage assigned to it by the primary banks (as in the 
case of Bengal). If the debentures are a chaise on the ' general 
assets, it is likely that complications might arise in the 'relation 
ship between a financing bank and the Provincial co-opeacative. 
That is, the Provincial Bank might experiraoe difficulties in 
raising loan from the Imperial Bank or the Reserve B,^)L, 

Hie State hi relation to Land MorCgiMPI 

like die co-operative credit societies, ealiding Land Mortgage 
Banks, whether primary or Ceatnl, tuune hwar mdsttance 
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or leautMltreiSc^Mn^is^ Stata iwnstatK» to boea 
raU7|pV0Dii]thefoi(i].of a gaaitntae of interest and soMie* 
times of ci^tal as wdl op to certain limits, purchase by to 
Government of a portion of the debentures fdedged agARUt 
land, declaration of such bonds as trustee securities, and grant 
of certain concessions like exemption from income-tax, registr&t 
tion fees efe. similar to those enjoyed by co-operative societies 

Re-commendations of the Agricultural Commisaion- 

(1) State guarantee of the principal of debentures has been 
condemned by the Agricultural Commission. But the state 
guarantee of interest, and state purchase of a portion of the 
debentures if only for the ultimate purpose of selling them, are 
essential in the existing circumstances as otherwise debentures 
which are responsible for the larger part of the working capital 
of the mortgage banks cannot be sold at all. 

(2) The Agricultural Commission further recommends 
that there should be an official member on the managing 
committee of each Bank to protect Government interest and 
ensure continuity in management, and that the issue of deben* 
tures should be controlled by a central organisation ^in order to 
prevent competition in the money market. 

(3) The state might further assist the movement in the 
form of administiative help in land valuation. 

Hnvr Umns mr« ndranced by land Mortgage Banks. 

The work of a mortgage bank ‘‘is recognised on all 
to be exttemely impetB<»ial, as devoid of the human element as 
possible,*’ while mutual knowledge <rf, and contnd over, one 
anoito mnfmgtontbecr is to-chief feature of A nnri onriht 
society. The ipsiiteDoe in thf esse of aLand Mortgige ^enk 
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like directorate, in order to ensure sound sateitiCMr of ieoulitjr, 
careful investigation of titles ci^trect asseaemait oi (xttiotiers* 
credit and repaying capsdty and eticient noMugeuient' of 
afiairs. 

The actual procedure adopted for maWng' udvaftces diffots 
in different Provinces. We have already briefly noticed the 
procedure prevailing in Bengal. For further illustration we 
summarise below the Bombay procedure. 

(1) The Bombay L. M. Bank advances loans to agricultur- 
ists through the primary mortgage banks on the security of their 
lands. 

(2) It is the duty of the primary banks to investigate the 
title to lands, income, and the repaying capacity of the 
peasants. 

(3) Loans are given to members only on the recommenda- 
tions of the Board of Directors of the primary banks, submitted 
to the Provincial Land Mortgag** Bank. 

(4) Subject to the maximum of Rs 10,003, no member 
can receive from the primaty^ bank a loan exceeding twenty 
times his paid-up share capital in the bank, or half the value of 
his immovable property mortgaged to the bank. 

(5) The period of loan is not to exceed 20 years. 

(6) Interest charged will not ordinary exceed 6%. 

^ (7) Repayment of the loan is to take place either by equal 

Mnual instalments of principal, interest being calculated on 
'the amount outstanding from time to time^ os by equated 
;;aidinal instalments includmg both principal smd intet^ 

^8) The lan^ mortgages |s^ by the hitdts will 

heM|giiedmthePtovin(flat3lMk«Bit8iM!a^ the Joans 
gsadMd by the latter to the fitaanm 
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PflttcilHil Recontgwndati out of iji* 

Control Bonldhif toqniry ComnittM*^ 

, . ' •< 

U) Tbe Cknamftl^ IhisUui tHt for % long iim to oome the 

oes Qijih^ J^tpA Banki will be ihaiDly required Iht 
cleeiranoee!dlddebt#'wi^aViewto tberedempti^ 
land and house f loio moirtgage. OShe other objectives, namely, loans for ; 
agricultural improvements efc. (vide ante) might be pursued afterwards. 

(a) The amount and duration of a loan is to be -fixed with regard 
to the repaying capacity and the purpose for taking out loan of ind^vi-> 
dual borrowers* The maximum period should not exceed 20 years, and 
the maximum amount should not ordinarily exceed Ks 6000 and 
never exceed 60% of*the value of tSTseeurity. 

(8) The repayment of loans should be by a system of equated 
payments which would lead to the gradual extinction of the loan A 
system of graduated l^ymehte' may also be adopted so as to provide for 
repayment by larger instalments synchronising with increased income 
due to the investment made. 

(4) The working capital of tbs mortgage Banks should be derived 
from two sources, namely share capital and debenture. Share capital 
may be obtained either by initial subscription by the intending members 
before any loans are made or by the deductions of a certain percentage 
of the amount borrowed by the memhers when the loan is advanced. 
The amount of the share capital Should be 6% of the iqan after the 
American practice. 

(5) As regards debentures, while the committee does not .insist 
upon any fixed ratio, between debentures and shares, it strongly: 
recommends tfiat the value of debentures outstanding should nev^k 
'figuseed the outstanding amount* under mortgages given by the morf** 
fiagerS and over the debenture holder has a ftoating charge. 

<6) The jeommittes recommends that the debentures shoutt.'be t 
imused by the provincial land Mortage Corporation though the * actual 
salaehMlfthemfi^e mrt onlyiiy the Provincial OotpqraUijpn V# 
hy Primary Lacd Mbrtj^age Bttnfcs to be ^ oatfed Bf 
Banks. ' ‘ ‘ 
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Province and there should he oe&tral organisations I6r that purpogo 
after the Madras model 

(8) The management of Primary Mortgage Banks and of the local 
credit societies should not over-lap thoiigh» some amotmi of co- 
operation between them is beneficiaL 

(10) While the Oommittee is not in favour ol !Lsnd Mortgage Banks 
receiving deposits ordinarily like Co-operative Central Bank, it recom- 
mends the institution of a Provident fund scheme under which 
the borrowers were to contribute annually a fixed sum out of their ordi- 
nary surplus in order to promote a thrift habit. 

(11) The Committee recommends that the power of foreclosure 
and sale by the Land Mortgage Bank without recourse to the Civil 
Court should be given to the Land Mortgage Bank in case of defaulting 
mortgagers subject to their right to question in the Civil Court the 
action of the Bank. 

(12) Finally the Committee recommends the establishment of 
commercial land Mortgage Bank for the benefit of involved landowners 
who cannot bo adequately served by the Co-operative credit organiza- 
tion, the state assistance to these Banks being on the same lines as m 
the case of Co-oporative Land Mortgage Banks. 

e^ME ASPECTS OF L. M. BANKING. 

(1) Position of the debenture-holder. 

It must be clear by now that the fu ndamental problem of 
Land Mortgage banking in India is the security of the deb«i- 
ture-holder. It is mainly with the capital derived from the sale 
of debentures that L. M. banks can play ^eir part in rural 
i banking. No effort, therefore, should be spared in order to 
' give absolute security to the debenture-holder. We have seen 
that both in Madras and Bombay the Government guarantees 
debentures up to .cmtdn limits, the interest at well as the 
principal. The Central. Banking Inquiry .Cjfsmnuttee, as we 
have already seen, does apt ktowerqt, Govertt- 

tam. guarantee of ptinduaft has' been. 
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accepted In Beognt. But if tbie govemmeiit ho) not gOfCtAOteeil'' 
die principal of debentures in Bengal, sufficient steps have been 
taken to safe^^uard die position of the debenture-holdev bp 
establishing a Redemption Fund and by providing that all 
debentures must be paid off on the expiry of 3 years from die 
date of their issue. It is also provided that money laid into 
the Reserve Fund will be invested in Government securities or 
in Postal Savii^ Banks or in other safe investments. 

Another alternative method of debt redemption, the method 
recommended by the Townsend Committee on co-operation 
(Madras) is that of annual redemption of a portion of the 
debentures. 

Of these two methods Dr. Niyogi recommends the former 
in as much as under it the investor is relieved of the anxiety of 
finding out fresh avenues of investments every year. 

(2) ^Problem of wolvt^tion of land. 

Another problem, closely connected with the position of 
the debenture-holder, is that of the valuation o f the mortgaged 
lands which is admittedly one of the most intricate and difficult 
in mortgage banking policy particularly with r^ard to farm 
lands. It is upon this rock that many L. M. ’banks have 
foundered. The practice in France was for a long time to 
advance loans agunst the valuation given in the Cadastral 
record. This is unscientific, as these records soon get anti* 
quated Again in Germany, the valuation given for fire instt* 
ranee purposes eras long accepted as the basis for advancing 
loan against certain Estates- This method too is defective, as 
the valuadqti u rather «caggerated fi» such puipotes. Dr. 
Niyogi aeeoaHnends a comervadve estimate o f the marke t 
vabi^ baaed upon inoper data, as the saftri; method ht 

CirSdwI 



CHAPTER XI 

LAND REVENUE# 

(1) Historical retrospect >Proni the very earliest 
times the state in India has claimed according to the law of 
Mann, l/6th of the gross jaodoce of the soil. At first the 
revenue was taken in kind but later on, owing to various 
inherent disadvantages of the system, it was commuted into 
money. This commutation took place first in the Moslem 
period of Indian History. Sher Shah is the first ruler who 
attempted a systematic settlement of land-revenue though he 
received much guidance from Allauddin Khilliji’s example as 
also from the Institutes of Timur, 

The next scientific attempt was made by Todar Mai dunng 
Akbar% reign. He carefully measured and classified difl^erent 
kinds of land and the assessment was fixed at l/3rd of the gross 
produce. All extra cesses or abwab^ were abolished It is 
doubtful, however, whether the injunctions of the Emperor 
were actually obeyed by the petty officials in the outlying 
areai^ In the Deccan, Malik Amber of Ahmednagar estab- 
lished a settlement on the lines of Akbar which became the 
basis of the future Miffiaratta settlement. 

^ It was sritb the decline of th; Moghul mle titat certain 
Saovel features crept idto land tevenoe India. 

tMe most signif|(^i development was Itot ^peaiance of 
V mfiich pi 

respadsible fi»r giving a the state. The 

amom^ wwgeneeeJIy'bMlP^ 

the temainier 
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reign J||i)j^pt|3i^ Ftttdc^^^ gradunlly became IwrAiffitnry 
in th«t|ggt(^ li^tical cht^ of the later Mog^dl dnyt. 
Soch fteb ' vas the |>oidtion when the East India Con^piiiy 
came apon the ^ecene and received the Dewam of Bengal, 
Behar and Otisse. 



Early fteyetiaaHtatory in the days of the Company. 

The reventie sdmmietration from 1765 to 1798 can be divided into 
4 periods 

Period 1—1766 to 1778 — of hsv^Hticm Period 11-1778-1781^ 
Period of cmtral^cUwn Period III— 1781 to 1786— Compfaho » ql 
centralisatum Period Iv— 1786 to 1798 DecentraiisaUon 


Period I— 1 76fi— 1 772. Period of Hesitation 


From 1765 to 1773 the ooUeotion of revenue was entirely m the 
hand of Mahammad Besa khan The Company realising the extent ol 
their losses and the exaotion of the Collecting Agency abolished 
Bezakhan's office m 1778 and appointed supervisors as collectors oi 
revenue A Committee ol Bevauue was constituted at Calcutta 
Moffusil Kanungos were aboUshed and the collector was assisted at hu 
head-quarters by a notice financial adviser The whole of tbtok 
system was abolished As the Collectors were completely ignorant oj 
local conditions, the Company began to lease out all estaiied to the high 
est bidder for 5 years Such temporary leases were known as lifdrsOt oi 
farms This farming system was nothing but a revival of tSiatilc 
taming system which we have already noticed* Bstates were knoohw 
down to speeuhitove at w revenue whic^ they were unable to bear 


l^epnly ho^ of flienilw fai^s was to what they eouki fron 
the cn{tiva1|^din4iiig ^ tank thb lease tmd leave the estate zidne< 
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dinttte to it. (Dollectors were abolished and a body Of AmiU was 
appointed to attempt to extract the revenue asBsed in ihe previeua 
year. The result, however, financially, wasnohetter, The Company 
realised that the fault lay not so much with 'i^e administrative 
machinery as with tho method of assessment. In iWfi Barwell, a 
member of the Executive Council, was in favou^j^ of a settlement with 
the i^minders for 1 or 2 generations, while in 1776, Francis 
advocated a settlement for perpetuity. A special Committee was 
appointed under whose buperiutcndence native AmifiB were deputed 
in 1777 to all districts to enquire into the resources of each Estate. 
On this basis, annual bottlements were made with the Zeminders 
up to 1680. 

Period 111— 1781— 1 786. Completion of centralisation. 

Period III -The Council now imagining that they had gained buffi- 
oient local knowledge decided on the course of complete central! bation 
at Calcutta. The Committee of Bevenue was placed in full control 
aided by a Dewan. Provincial Councils were abolished and Collectors 
were appointed over the various districts though they were denied any 
direct interference with the new settlement. Zeminders were en- 
couraged to pay their revenue direct into the Calcutta Exchequer. As 
the Collectors were mere figure-heads, they were discouraged from 
^doing anything to make the system a success. 

Period IV— *1786— 1798. Decentralisation. 

In 1786 a new scheme was evolved by which the whole Provinces 
*were divided into small districts, each under the control of the Collector. 
The oolleotor himself made the settlement and collected all the revenues 
of the district. The Committee of Bevenue merely retained a general 
power of supervision and sanction. The division of the Province Into 
.districts he baok-bone of the whole system of refonns. |t was a 
tevivai of Akbar’s s^stea^ of Sorlfors and ft has fom^ tM haite of 
of «U lubuqaemt fit0 kim to a feiiiliMi 

oftRut. 3)0 him th» Ipek ot i Mlwfl iS wB t at 

wtrenifm; to him iho Oomm(itt|t>ifM[ Miftoutf vikr'mmM m&u 
BouAf of Bevenne,, hM iO' WVftiH. ooBae^mi <ot tinmwwM 
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In 17W InOafanntt bwvittg ift»\|ikSteiton 

tiona of the Coiivt oI Dliraotofi to enter into a pmxummi. «0|}UomoKi.t 
vnth tlte 2omia4«teft OomwaUia* however, insisted upon etill Inrther 
investigations beic^e entering into any such settement. Wb vritM 
mentidn in this oonne^tfon two first class controversies between 0rant 
and Shore and between Shore and Cornwallis. 

Shore-Grant controveraiary. 

To put it briefly, Grant tried to show that the Reminder was 
merely a temporary otiioial and that the right of property in land 
was vested absolutely m the state Theoretically, Grant was no doubt 
correct. Both the laws of Afonu, the Aim*AKbari as well as the 
3 udgment of the lull Bench of the Calcutta High Court in 1866 
fa\oared Grant’s contention. Shore on the other hand maintained 
that the proprietory right belonged to the Zeminder 

Grant was of opinion that Bengal was under-asBcssed, while Shore 
maintained that the assessment was as high as it could be In 1769 
Shore advocated a ten year’s settlement with the Zeminders on the 
basis of the previouB year’s revenue. The suggested Decennial Settle*' 
ment would be in reality a period of improvement and experiment 
The Zeminders would be able to develop their Estates While the 
Government and the ryots would be saved from any permanent digr 
ability. 

Cornwallis, however held that a ten year’s settlement would 
endanger the spirit of confidence m the Zeminders, th{kt sufficient 
experience had already been gathered and that it would be acting 
against the injunctions of the Court of Directors, if he followed Shore’s 
advice. Moreover, he maintained that Government must retain the 
power of interfenng in tibe relations between the land*>lord and tenants* 
Accordingly, on March 32nd 1798 the Deeenmal uUlinmt of Bengal 
«ad Btiiar declared to be pmnanent. Such then is the brief 
history of lee^ to the Peniqment settlement of Bengal* 
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whre deplared full propriston of the Sf:tm on^t i^ch thdhr 
revenue collection extended. The assessment Wis, at ten- 
elevenths of the total estiinated revenue, the remaining one- 
eleventh being regarded as the temuneation of the Zeminders. 
The first effect of the settlement, however.'^fias extremely adverse 
to the Zeminders’ interests as most of the Zeminders could not 
meet their obligations, the assessment being too high in the exist- 
ing circumstances. The result was that most of the Estates were 
sold according to the sunset law, and a new set of capitalist 
land-lords came into existence, who had nothing of the old 
cordial relations with the ryots The Government now passed 
special legislations known as the saptam and the Panjam to 
strengthen the hands of the Zeminders against the ryots The 
position of the ryots became worse and worse until the govern- 
ment realised its folly by passing Tenancy Legislations from 
1859 onwards. 

Adraintagea of Permanent Settlement. 

The Permanent settlement of Bengal was justified on the 
fottowing grounds 

(1) Ftnamtalfy, it ensures a fixed revenue to the state 
which was a great necessity in the early days of the Company’s 
rule when financial instability was a recurring evil of the ad- 
ministration. 


(2) PoltHtally, it has secured the aliegianue of the 
Zeimndets to ti>e pon^xuiy’s rule. , ’ ^ r < 



(4) iitiNNRHiri^ 

The ZemiadfMtiiO }f^|g«(^iMsed bjr it«pmte<! duttigh 4£a*Bifft> ^ 
«ent,h«t^bee4h!h|»l» devote tiidrsttfflition to the probl«ik( 
of pemaaent fgikaltBnd improvement. The proq^ty 6t 
Bengal, tn other worde, baa been asenbed to the Penumeot^ 
settletnmit. 


Hopes unfalfilUUI. 


The above contentions, however, do not seem to be at all 
sound. 


(1) As regards the financial argument, though it has en> 
sured a fixed revenue to the state, yet the state has been a 
heavy lostt as it has been deprived of all increments of eco> 
nomic rent with the passage of time. 

The extent of tUs evil can easily be realised if we only 
remember the fact that whereas in the year of the Permanent 
settlement in Bengal ( 1793) the gross rental was Rupees four 
and a half crores, the estimated figures for 19D0 was Rupees 
sixteen and a half crores Lord Cornwallis had no ri^ to 
deprive the Government and people of Bengal of their legitilri 
mate right of profiting from the general progress of the,,ooninD#> 
nity. The handicap to the Government has, indeed beBd 
i^eparable and the Bengal Governmmit cannot undertake anjr^ 
laigowatle aation’build^ activities on accoutit of the bhntder, 


of the BtiliidiOoMnunenftovtt seentnry and^sbstfpgO^ ' 
(2) ttpsia MgUdient, too the mqpecta* 

tiohs of CcemMvUis bniw The ZemiodMat 

<^eoiM|9e»jl^l^tipichs£q^po(tefs^^^ bi^lbe 
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ttpon tbeir pterioius contxict triUi the GhVttSiilaeiit jEbr the nudo* 
tniance of their unjust rights. 

(3) Seaaily, Zeminders have similuly failed to supply 
the necessary leadership to the village cMnnttitnity. For one thing 
the Zentindeis seldom live in the villages. Their only interest 
in the villages is that of a suction-pump," and that interest is 
best fulfilled with the help of Dewai» and other officials who 
behave like so many heartless despots in the Zeminders* 
Estates. It is futile to expect creative leaderdiip from absentee 
land-lords. 

(4) Lastly as regards the economic arguments, the Zemin- 
ders, far from undertaking any permanent improvement in 
i^culture, have actually prevented the peasants from under- 
taking any improvements on their own initiative by enhancing 
their rent 

Defects of the Permanent Settlement. 

Thus we see the futility of all the arguments advanced m 
favour of the permanent settlement On the other hand, the 
generally accepted view is that the Permanent Settlement is 
almost an unmitigated evil and that for the following 
reasons: 

(1) It has not only imposed a permanent handicap Kn 
successive Governments, but also has bartered away die time- 
honoured lights of the ryots theimelves. Peasaitt ptoprietorf 
ship is a universal fact of Indo-Aryan InsdtBtima end dm 
Government has no rig^ to destn^ it for the salm of its owd 
supposed convenience. 

, (2) Another glaihig defect is that vdtito'tli*: fsitlemmtf 
'dearly defined the relatiiMm bttsmen (he 

jEeminders, it kept m a msst iodefiidfo ah4 flsWlOhSjStaie th» 
more important lelidoiis betiieeo the Ze#adNi wsd^hs tyotb 
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The lebidt 'mv «V*‘leeWdaii&g Amt fit/ Tenn. raw vdnml 
a Hei^ of Temf va> perpetrated npoo the Inlpleae tiUere «{ 
the eoil by die hewdesa emfdoyeea of a race ot opstaita nlioae 
atddn before 1793 ires aot a&perior to that of ordinary tempo* 
rary officials. It was not till a series of Tenancy legislations, 
b^inning from the Rent Act of 1859, was passed that foe ryot’s 
position was placed on any tolei^le basis. 

(3) Another great evil of the Permanent Settlement was 
the break*ap of the cdd milage comnmmties which have main- 
tained the integrity and prosperity of Indian villages in foe 
teeth of a series of murderous foreign invasions. The village 
Panchayat was bound to lose a great deal of its authority, as 
Zeminders became recognised as the natural proprietors of foe 
iand. Of copise, there are other factors that led to the dis- 
ruption of the village community which we have already dis- 
-cussed in t)ie chapter on Economic Transition. 

(4) Another evil consequence of the Permanent Settle- 
ment yras that it led to a long chain of sub-infeuiation resulting 
m the creation of a large number of middle men who are no 
more than parasites, exactii^ more revenue from foe poor 
ryot in order to ennch themselves after meeting their obli^- 
tions to their over-lords. 

, (5) Lastly, it has led to a great complication of the 
' whdfe system of land tenure in the permanently settled 
afosp. 

i 

SboiiU Pemanent Settlement be unsettled. 

« 

JQtfoe Permanent Settlement of Boigid hasbeen proved 1^ 
■nfoatfqiiient espwnce fo be an nimutigated blander, and 
Huy caatl|' Idnhdct bmfomfoeataiid-pcfoitBofbofofoanaib 
4wS(foet)jbt^fom<vmafom ariiMi is whofoec an 

<dd fajbsilsr ehcHdd'he altowed fo oentiiitw; R « mas^^ 





^Manee, if tbe ibb« 

sMtlod, both the tioveomtenr '6f ttttef; 

of the soil would get a great relief. Beogsl Wflld '-oitiisB ^ be 
one of the devastated areas India end twiM enjojr 
comfortidde suzjdus of seivetal carores whiBb is essoi* 

tial to a policy of systematic and phntdedsrtnqd reconstruction. 
The peasant of Bengal would also braatbe a healthy air 
of heedom from the vexatious inteiferenoe and inhuman exac- 
tion on the part of the under-lings of Zaminders and tenure- 
holders. 


The Main eb jactiona and their aaawrer. 

The champions ot Permanent Settlement, however, have 
raised the following objections to the abolition of the Perma- 
nent Settlement : — 


(i) The reversal of the Settlement would amount to the 
flagrant violation of a solemn pledge given by the Government 
to ttte Zemindars. Such a breach of foith would destroy con- 
ddenoe in the sanctity of official pledges 

if- h indeed difficult to meet this argument. The usual' 
iminrerdttt the Zemindan have not fulfilled the hopes enter- 
tajbMl At the time of the Permanent Settlement, is really no 
adsalwatidl It is a fact ttiat the Zemindars w^ declared 
torbapecmaneitt and hereditary proprietoft'of. die estates. s» 


long-aattwy paid their fixed revenue to lb* StricBy.., 
legady, thetdbte, dm ZemindaishiM* vfiT 10*4 caM for 
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pttw»rc''^:,)(iii#, 

gaging \h^ tJie* inovin^e, in ,tiai,te()#^ 

pNcjjmtaie {ii» tm 

pHiy#e3cGl)M^, of a dead voice can not 4^ 

for aUtkne$tlwii 4 |^^l'<dlO||«a^tM ftom ^ vokit 

of justice of tt^ UvitMl ^ 

(2) StMidfy, it iaatgaed that the abolition ot the Fetina* 
Tient Settlement at present woold involve discriminabimi against 
-only one class of investments, namriy investments in &inmdari 
estates wluch most have changed hands since the date of the 
settlement on the-hsSis of the amortised value of thtilr increased 
incomes. The reversal, therefore, would penalise ^not the 
original beneficiaries .-hut the innocent preset owners who 
might have invested in Umd long after 1793. 


The above objection, however, is not insolqjtde. 'nie 
’Government might set up an etpeit committee to investigate 
into the titles of every land^bolder and tenora>bolder and to 
fix up the necessary compensation in each case. In other words, 
the Government might purchase the Zemindari rights >of idl 
grades and degrees by issuing securities or annuities covering 
the determined amount of compensation, i. 

(3) Tiiin/fy, it is argued that by this sttgi the 
Oov^ment woold lose the political allegiance the SZemid* 
■dais trhU^ ha* been a great source of strength to the Co^e^ 
ment in ^ pu^i u 

^ mi 


idse 

T 

most 



198 ^ IMDIAM SCOMOWflpB 

4 

the passage cX yeais, «nd the Goyttfn m e a t 'iriU have verp 
little to lose from its estrangement. 

(4) Zastfy, it has been said that the cnltttiial life ‘tihe 
province will suffer much from the disintegration h^^ tike 
Zamindari system. However much we might condeaSn tilte 
Zemindars, it is a fact that they have played a large part in 
making Bengal what it is to-day. A large number of the 
private schools, colleges, hospitals, eic, of the province have 
been founded by the Zemindais. The extinction of the land- 
lord community will therefore automatically involve the 
closing of these springs of chanty and philanthropy. 

This last argument, too, has lost much force today. In 
tire 19th century, of course, some of the Zemindars generally- 
recognised the great social responsibilities of their own status. 
But now-adays, they have, generally speaking, become lazy and 
ease-loving. Most of them are absentee land lords, and die 
attractions of the city-life have frozen “the genial current of 
dieir soul,” Our social life, therefore, has practically nothing 
to lose, and much to gain from the abolition pf the 
Settlement 

Concluaion. 

s Thus all the objections raised against the reversal of the 
Permanent Settlement of Lord Cornwallis are found to be, on* 
a critical analysis, eidior false m exaggecaked. The question 
now, is who is to bell the cat ? The %itisb official stand-point 
is, briefly spreaking, that it is tHe 4«ty {hovitiei|al, TUt^ 
lature to p^ofm the necessary 
oiake Bengal once mote 

tnen, on die other hatsdi, ^oite lejgNlmiil 9 |^ a^)that it is the 
j^uty of the Bdtidt 'Ge^metif to btuader 
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ilie iiA^iiobod; 

itdoesnotHsiRtlKiiDDathortbe British Govemmvtit nnv to 
ask hidiaQS td iacae die odiaai of onsettliQg it 

Before ecKiehtding, »e mij^t inddentally refer to the fact 
that, of late, the ** lend jiroblein of Bengal has assomed 
almost a communal aspect, as most land-lords happen to he 
Hindus, and die majority of the peasantry happens to be 
Moslem, and that it is the declared aim of the Proja party of 
Bengal, of which the present prender is the leader, is to 
carry out radical land-reform with the help of an expert 
Committee. 

Different tjpea of Land Tannre in India. 

There are three principles types of land-tenures in India 
the Zemindary type ; the MAMwari type ; and the Rmyatwary 
type. 

(1) The Zemindary settlement is either permanent or 
temporary. Permanent settlements exist in Bengal, Benares and 
parts of North Madras. In South Madras, the experiment of 
creating auction^rosm land-lords handing over different estates 
to the highest bidders miserably failed, Nei^eitbeless. under 
company rule. Permanent settlement found great champions 
in Lord Wellesley, Lord Minto, Lord Hastings and Lord 
Bentindc ^wbo were all in favour of the mctengion of the 
Permanent: Setdtnwnt. The Court of Directors, botirever^ 
refused t^ 1}ietr request as in their opuiion lands were 

stip f ^ ' 

Lord Canning revived i|ijB idea 
during his psOp^ by 

the 8eeret|q>)\<if sbtie. Sines tdSd dm idea has bem bffioiaBr 
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Mr. R. C. Datt advocated Pennaneitt eettlement for the whole 

India as an insurance against Famine. Tmfwofy settlement 
has been made with the remmntng Zeminders of B«igal and 
the Talukdars of India, the amount assessed being 70 per. 
cent, of the net assets. 

(2) Mahalwari settlement— It prevails in Agra, Oudb, 
the Punjab and the Central Provinces. It is best adapted 
for those Provinces where village communities with iand-lord 
rights are to be dealt with. Its main {sinciples have been laid 
down by Rtgulation 7 of 1882 Under it, the primary liability 
for the payment of the revenue rested with a responsible co- 
sharer though all the co-sharers of the village-body were made 
jointly and severally responsible. 

As regards the principles of assessment, technically a fraction 
of the assets is regarded as the total amount of the liabilities 
The assets consist of the total rents received or the calculated 
rental value, and of miscellaneous profits from waste or grazing 
lands. Actually however, the proportion of the assets has 
varied from 83'3 per cent, in 1822 to 66 per cent, in U33 and 
50 per cent under the Shaharanpur Rules of 1855. 

Although the general prindples are the same every where, 
there is a variation in details. In the United Provinces the 
Settlement Ofiicer first determines the different soil-umls and 
then foe rent rate with reference to the ascertained rentals after 
considering all local circumstances such as, means -ttf commu- 
nication etc. In Oudh, settlement is generally made with the 
mdividual Talukdar, foou(^ in same cases '« wdyeet d fj fo tfnt 
is made with villi^ebodiest In the Pm9|alh 
standard rates which ate determined 
rentals paid by speeitmihMilhgs- In fon cetdnd Provianiis, the 
peculiar position of Mtlgmem asrevenue^aifoeei in. IMmtatta 
days led to an important modification foe lilMMdiW} syitcsn. 
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The GoYemment; hat not only to fix the reveatto dOittaiMi ’filMi 
the Malgtuan^ bttt also has to determine the rent by 

the tenants to the taalgozats 

(3) Rnijratsrmrjr oettlement^-lt prevails principally in 
Madras, Bombay and Assam. In all cases there are oeitaip 
general features sodh as the demarcation of boundaries,' the 
determination of survey numbers and the classification of soils. 
But the mode of assessment differs. 

In Madras, 50 per cent, of the net produce is fixed as the 
maximum land revenue, deductions being made for expenses 
of cultivation, for traders’ profit, for the cost of carriage and on 
account of seasonal vagaries and unprofitable areas. There 
are, also, different rates for dry and wet lands. 

In Bombay, the main principles of assessment, which 
are experimental in nature, are laid down by a land revenue 
rode. Different soils are classified into several groups accord* 
ing to their natural properties and expressed in fractions of a 
rupee, sixteen annas representing the best kind of soil. “The 
purely empirical character of the Bombay system is revealed by 
the fact that the actual assessment depends not pj^n the fiormal 
working out of results based on theory but’ratber ttpon the 
subjective impressions of local knowledge and experience.” 

f * f 

Increase in assessment is limited tQ 33 per cent, for a whola, 
Taluk, 66 per. cent, for a whole village ,and 100 per. cent, for a 
sihgle Mdw* 'frivate imptovements are at least theoretically 

held pnthe annually renewed 
/uSkiioi^.at least WialMuT which is for less than JtM veaia. 
Texrgatdans' Sxe teased pot for fairly kmg tentps at tow rates 6f 
4S*nisnetu« 
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General feature* of a Settleiuent 

The settlement operations of the Government have principally 
three objectives ; namely, the determination of the state’s share 
of the produce, the naming of the person liable for payment 
of the revenue, and the rights of all private persons in the land. 

Jit 

(1) Cadastral record — cadastral record is a complex 
document showing the village map prepared by means of a 
field to field survey, and the demarcation of the boundary 
lines ; and furnishing an accurate account of each kind of land 
with it own rate of assessment as well as a record of all private 
rights and interests in the land.” It also contains a statistical 
table illustrating the past history and the present condition of 
each village.lt is the duty of the Provincial Land Records 
Elepaitment to keep this record. In almost all Provi.ices 
Cadastral Records are revised either annually or at sitort 
intervals in such a way as to maintain the accuracy of the 
.Record. 

(2) Assessment— Tia& revenue is levied by means of a cash 
demand on each unit assessed. Under the Zemindary system 
the demand is assessed from the village or estate which may be 
owned by a single proprietor, or by a body of co*sharers jointly 
responsible for the payment of the revenue. In the permanently 
setded areas the demand is a fixed sum, while under the 
temporary settlement it is fixed only for a term of years. Under 
the raiyatwari system the assessment is on each fi^d .a? 
demarcated by the Cadastral survey. The luindples of assess* 
ment in the different Provinces we shall study later on. 

(3) Collection— hsxA revenue is generally tecoveredNiwt by 
a single annual payment but in instalments *, the dates and 
amounts of which are fixed to meet local drcumstances. A 
threat of attachinent generally serves to bring' tdantt, eridioot 
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foithtf tconUe, the pAyoient of such tenos as <ue m anaaia and 
the most serious procedure ofssde is compaiarisely seldom 
resorted to, especially, in raiyatwary areas. Having regard to 
the uncertain nature of the Indian harvest, the Government 
grants relief to the land-holders in bad times. Although the 
assessment is fixed with reference to average seasons and con* 
ditions, the Government has recognised that it is imposible for 
the cultivator to meet the fixed demand in years when the 
crops barely suffice for his own sustenance. 

The Principles of Relief. 

The general principles of relief are as follows ; 

(1) Relief wiU not ordinarily be granted when diere is 
half a normal crop ; on the other hand, total relief should be 
given when the crop is less than a quarter of the normal. 

il) Again no suspended revenue should be collected until 
after one fair harvest has been reaped in the affected area. 

(3; It was further laid down that no relief should ordinarily 
b^ given to the revenue-payer of the land-lord class, unless it 
can be ensured either by legislation or by arrangement that a 
proportionate degree of relief will be extended to the actual 
cultivators of the soil. 

(4) Remission, partial or complete, is granted in the case 
of continued failure of crops for more than one year. 

(5) No relief either by way of suspension or remission, is 
granted in the permanently settled areas. 

• [ 
Pemuuient rertua Temporary settlement \ 

Since the days of the Permanent settlement of Lotd Com- 
sndlis, there have been vigorous champions of the permanent 
settlement both among Indians and European offichtts. We hat^ 
ahnadi notw^ bow a snocessibn of GovemonKienerals * 
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<duinfnoned Permanent settlement, but to no effect on account 
of opposition in England. A series of wide-spteadffunines which 
affected almost every Province of India except Bengal towosds 
the dose of the last century drew a vigorous protest from the 
late Mr. R. C. Dutt in the beginning of the {wesent century. 

Mr. Dutt claimed that it was because of Permanent settle- 
tn^t that Bengal had greater resisting power against famine 
than any other part of India, and therefore an extension of 
Permanent settlement to other parts of India was necessary to 
alleviate the horrors of famine 

In reply to those criticisms Lord Curzon’s Government 
published a Sesolutmt on tht Govemmenfs Land Jtmnne 
Policy in 1902. The Government maintained, 

(1) That famine was largely due to natural causts and as 
such the Govarnment’s Land-revenue policy could have little 
to do with it ; 

(2) That the comparative prosperity of Bengal was due 
^not to the Permanent settlement but to various tenancy Itgisla- 

tions, and a number of other peculiar factors ; 

(3) That the Permanent settlement led to the creation of 
vested interests and of a parasitic class ; 

(4) That Revision at the end of 20 or 30 yeais was not so 
much disturbing now-a-days on account of improvements of 
Survey and Records Departments ; 

(5) That the system of collection prevalent at the time was 
easy ; and 

(6) That private improvements of land were fully pico* 
tested. 

W^iatever the merits of the controversy 4it that tlmai ^ 
n^firospect, the Goyemment’s case appears to us to be oyer* 
whi^nalngly strong. Further extension of Ponanent settleinent 
bairns regard to its great disadvantages previously referred pQ, 
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is naturally <wt of the question atpt^si^ tlie practical 
question is what ^old be the term of settlement. There ttre 
some people Who advocate a sbort>period, say, 10 years. The 
merits claimed for this method are : 

(1) That the community gets the unearned increment 
of land, 

(2) That there will be no sudden enhancement of rates. 

Those who advocate a very long period^ say, 99 years, 

claim, 

(1) That It will render permanent improvement of land 
possible, 

(2) That popular feelit^ is in favour of it. 

To us it appears that a middle course is most desirable in 
as much as it both ensures permanent improvements as well 
as the community’s participation in unearned increment. The 
term should be between 30 to 60 years and this is largely done 
in the temporarily settled areas. * 

The Ricardian Theorjr in Relation to land Revenue 

1. In the early days of the company's rule and even as. 
late as the later part of the lOfh century, the Goventtnont 
claimed on many occasions to base its land‘revenue {loliby on 
the pure theory of rent as developed by Ricardo. Ricardo 
depicted tent as “that portion of the |«odace of the soil whiich 
is paid to the land-lord for the original and indestraotihle 
pi^erties of the soil.” The Ricardian rent represOMs a 
dfifsswutfo/ between the produce of the superior land, and dtat 
of the inni^ land, t^ margipnl land bein^ defined as that 
qiialit)rof]andthev8\ie<tf wboto produce is equal 'tfo dm 
mqpenaes of production. Rent arises because <«i fite Lav of 
Djmittuihlag Returns. 
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We have now to discuss the extesit tP which ^the land- 
revenue in India corresponds to the Recardian theory. 

In the first place ^ India being an old country it is impossible 
to ascertain the original and indestrdctible (if there are any) 
powers of the soil. 

StconJfy, no scientific attempt has been made in India to 
ascertain the real extent of the producer’s surplus in as much 
as the labours of the cultivator’s family Iiave not been allowed 
for. 

Thirdly^ the Recardian Theory assumes perfectly free 
competition between the land-lord and the tenant ; but in India 
that competition is conspicuous by its absence in as much as 
the villagers are mostly agriculturists and have hardly any 
4tlternative occupation. 

Fourthly, the excessive land hunger in India also serves to 
increase the value of land far beyond the amount representing 
the capitalisation of the economic rent. 

Fifthly, the Government has not hesitated to tax uneco- 
nomic holdings which produce no surplus whatsoever. 

Lastly, the Government does not refund land-revenue which 
is fixed for a tern) of years even if it is proved to its entire 
satisfaction that no surplus emerged in any particular 
year. 

Hence it is idle to pretend that land-revenue in India is 
■governed at all considerably by the pure theory of tent. In the 
permanently settled areas there is a very large surplus of 
which the Government takes only a small fraction, while in the 
■temporarily settled areas land-revenue is largely an' a pptop riw - 
tion of the ryot’s bare necessaries of life, and not of 
•the producer’s surplus. 
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Land Revenue end cenont of Texetion. 

The Taxation Enquiry Committee was asked to judge the 
land-revenne policy of the Government according to the 
principles of taxation. .Adam Smith laid down 4 principal 
canons of taxation, namely, those of etrtainty. (onvenietwe, 
economy and ability. 

The first principle of certainty is largely satisfied as the 
peasant knows how much he will have to pay during a parti* 
cular term of years. Yet there is some element of uncertainty 
on account of the fact that the rates might be enhanced during 
a revision of the settlement 

(2) As regards the second canon of Convenience, some 
efforts have been made to satisfy these requirements by intro- 
ducing the system of payment by instalments. On the other 
hand, as the settlements are based on averages, the produce of 
good and bad years having been grouped together, there is a 
great inconvenience to the peasant in bad years ; the assump- 
tion that the peasant would save in good years against 
the bad years, being largely untrue to facts. The result 
is that the peasant has to go to the Mahajan for the payment 
of the land revenue in years of scarcity. There is a further 
inconvenience doe to the fact that the settlement is fixed for 
a fairly long term and the ryot accordingly adjusts his standard 
of living mi the basis of the land-revenue he has to pay 
during that term. When, therefore a new settlement imposes 
higher rates, the peasant is hard put to it as he is called 
upon to adjust himself to a new situation at a very short 
notice. This disadvantage may, however, be reduced by 
■gradual increase of land-revenue. 

(3) As regards the principle of economy, it is hardly 
•satisfied in as much as the establishment cost of the collecting 
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agency is very high, though it must be remembered that the 
collectors and their subordinates perform many other functions 
of an important character, besides the mere collection of land- 
revenue. 

(4) Finally^ as -regards the principle of ability, we have 
already seen how the payment of land-revenue in many cases 
impinges upon the ryot*s bare nec'essaries of life. The Govern- 
ment, however, claims that there has been a progressive 
reduction in the Government’s share of the produce of the 
soil. As the Taxation Enquiry Committee has shown 
between 1903 and 19*24, while prices have risen by 117 p.c. 
the land-revenue rose only by 20 p.c. 

Prom the point of view of eqtdty, however we must admit that the 
present land-revenue policy hardly conforms to the principle of 
justice. 

In the first place there are great d'iSpnrlties as regard incidonoo 
between d'fferent Provinces and between different districts of any 
single Province. For example— The burden is less so far as perma- 
nently settled areas are concerned compared to temporarily settled 
areas, though of course, the lot of the actual cultivator is rather 
worse in the Zemindary areas. According to the Taxation Enquiry 
Committee, the percentage of land revenue to net rental averages at 
25 in the Punjab (in the 11 districts only) 27 in UP, 10 in Berar, 
17 in Madras, and varies from 17 to 50 in different parts of Bombay. 
The Committee recommended the adoption of a uniforn standard of 
25% of the annual value as the share of the state. 

Secondly, if we just compare inoome-tax to land revenue we can 
easily realise the great disparity of treatment meted out to, the 
two forms of income. In the first place, there is no tax-free 
minimum in the ease of agricultural income. If all incomes below 
Bs. 2000 per annum were exempted from taxation in the case of 
landed income as in that of iion-agricultura] income, most ryots 
would become at once free from the burden of tax-paymdnt though 
this is not practicable for sometime, yet the ideal solution would 
require some such drastic step. . Secondly, the percentage of tax to* 
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income ift much higher in the case of lauded incomes. Thirdly, there 
is absence of progression in the case of landed iin'omcH* And lastly, on 
account of the average motliml, lands are o^cr-^lsscssed in certain 
years and uuder-assesse I in others. 

Lamd Revenue : a Tax or a Rent 

The peculiar nature of Land Revenue in India which, as we 
have just seen, can be explained neither by the pure theory of 
rent nor by that of taxation, has given rise to a great contro- 
versy, whether Land-Revenue is a tax or a-rent,'[In that contro-,* 
versy as a rule, British officers have adhered to the view that 
land revenue is a rent, the state claiming* universal land-lordism 
while Indian writers like Ranade, Gokhale, R. C. I^Dutt, and 
others contended that land-revenue is a tax, in as much as it 
exceeds in many cases the true economic rent. 

Between the two there is what might be called 

the third view, the view most prominently expressed by Baden- 
Powell. In his opinion, ihe Indian land-revenue k neither 
strictly a tax nor a rfent, but partakes more of the nature of a 
tax than a rent. In the permanently settled tracts, obviously 
the state can not any longer claim to {be the land-lord, as it 
has already recognised the proprietorship of the private land- 
lords. In the temporarily settled tracts, the land-revenue is 
more a compulsory tax on agricultural incomes than an 
economic rent determined by the competition between land- 
lord and tenant. 

We now proceed to analyse the main arguments advanced 
in favour of the two extreme views : — 

Land Revenue : a Rent 

(1) Land-Revenue is a rent because the state in India has 
always claimed to be the supreme land-lord. The British 
14 
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Government, being the natural successor of previous Govern* 
ments can not but be universal landlord in India. 

The above view, however, is not tenable because of the fact 
that both under Hindu and Moslem rule private ownership of 
land was recognised, the state claiming only a portion of the 
produce of the soil as its legitimate share. In so far as the British 
Government is a legitimate successor to the old non>British 
Governments, the state cannot claim universal land-lordship. 
Certainly, therh can be no doubt that there is private ownership 
in the permanently settled areas even under British rule. The 
position, however, is not so clear in the Raiyatteari areas, 
where the tenant has been given occupancy tenure which is 
both heritable and transferable. Though there is no substantial 
difference between the positions of the Zemindar and the 
occupancy tenant, except that the latter might be charged 
enhanced rates in different periods, the Government has refused 
to accept or to reject the theory of peasant proprietorship in 
those areas. 

Seiondly, Land-revenue has been described as rent, 

(a) Because it cannot be altered for a bng period ; 

(b) On account of the grant of rent-free house sites, 
grazing lands etc. 

(c) Because in raiyatwari areas, a percentage of the net 
assets is taxed. 

As regards the hist argument, in can be replied that there 
is nothiitg except considerations of convenience to prevent 
the Government from annual revision of assessment. The 
second argument is also not important as the conces- 
sions granted are insignificant and because an en- 
l^^ened state mi^t easily grant these without necessarily 
claiiDing univeisal land-Iordship. The third aigoment js equally ' 
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false as in many cases 'land-ierenue, far from being a perceA* 
Aage of the net assets, exceeds the true economic rent of land. 

L.and Revenue : a Tm 

(p Land-revenue is a tax because it is not governed by 
the ^nciples of rent. It is seldom a taxation of producer’s 
surplus as non-economic holdings have to pay some revenue to 
the state. In many cases the tax impinges upon the ryot’s 
bare necesaries of life. 

(2) It is a tax because it was referred to the Taxation 
Enquiry Committee and judged by the application of the 
principles of taxation. 

(3) TheJncomje tax Act of 1886 exempted agricultural 
incomes from Income tax. This constitutes an admission of 
the fact that land-revenue is a tax. 

The above atguments, however, do not conclusively prove 
that land-revenue is a case of tax. If agricultural incomes 
have not been taxed before 1886, we must remember that they 
were taxed before and might be taxed afterwards. Again there 
is no tax-free minimum in the case of landed incomes nor 
is there any application of the principle of progression. Thus, 
if l.xnd-Tevenue is a tax it is the most unsatisfactory and 
regressips from of tax. The truth is that Rent in India is not a 
simple economic phenomenon, but the complex product of 
custiSe, legislations as well as purely economc laws. 

The whole controversy is nothing hut a profitless war of 
words in as much as the practical solution of the land-problem 
in India does not depend upon the solution of tins contro- 
versy. If individual ownership is recognised, that does not 
mean that the individual is exempt from obligations to the 
state. Qn the other hand, if state ownefsbip is recognised, 
the ftate cannot take riielter behind that legal dieory in order 
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to behavo like an irresponsible Land-lord. In both the cases tVie 
Li-gislalure can legitimately claim to control and regulate the' 
system. It is, however, desirable that the state in India should 
give up flirtation witli the idea of state land-lordship and 
recognise private owntTship every where, which will do much 
lo remove the elenumts of uncertainty and uneasinp.ss in the 
present situation, without plat'ing any handicap, whatsoever, 
on the legitimate functions of the state. 

PROBLEM OF SUB-IN-FEUDATION 

Origin of Sub-in-feudation. 

Wt* have Jilroady nolicofl how the I*ennaiiont BottleiiKMit pa\c rise 
tb a long chain of luithilcmcn hetwocu ttu* original' Zeminder and the 
actual tillers of the soil. When the Jnnd-revoiniq hccanie pcriTiancntly 
fixed, it \\M.s possible for tin’ Zeiiiinder to grant in his turn ponuaneiit 
loiiHc ot his land to other people on a similarly fixed hut higher rent, 
'fins would hriiig him not only a net annual income after meeting 
tile state denuunl hut also a large sum as the price of the interest 
eireated and traiisfnrri’d hy him at the time of the execution of the 
imw-hiase. The ionure-holder followed the same example. In this 
way, as the process of sub-iiifeudatioii was continued, the chain of 
iniddlomeii became longer, and as each sueecssive grade of intermediate 
tenure-holder increased the rental in order to secure a net annual 
income for itself, the burden which ultimately fell on thexyot became 
heavier. As Dr. Mookherji has pointed out, tljy,re is a close similarity 
hetwTOii the land-lord’s estates in "N’orthern and the Jjatifttndia 

in Italy and Spain, the estate.s in both eases arc owned by greAtl^nd- 
lords whose. solo interest in their property is in the tlieir rents/ 

Interni^ediate tenure# in Bengal. 

Atypical kind 'of tenure < sanctioned by legislation is the 
Patni tenure — It may be described as a permahent, heritable, 
and transferable tenure at a rent fixeddn perpetuity. In case of 
default the Taluk inll be sold, and ifk is not enough, the 
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property will be attached. The Patni System had its origin 
in the Zemindary of the Maharaja of Burdwan. 

The creation of a Patni tenure implies a virtual surrender 
of proprietory right, and is resorted to only when the Zeminder 
is in need of a large sum of money, a heavy premium generally* 
being paid by the Patnidar. A Patni da t again sublets to a 
dutpatnidar^ who in his turn sublets to a sepatnipar. The 
incidents of these subordinate tenures are generally similar to 
those of the original Patni taluk. As Dr. R. K. Mukherje 
has pointed out, if a gradual accession to the wealth and 
influence of the sub-proprietors be a desirable thing in the 
interest of the community, then the action of the land holding 
(’lass is not in this instance a subject for regret. Moreover, in 
large-cstates presided over by big Zeminders, the tenants are 
absolutely powerless. In an estate, on the other hand, 
parciilled out among tenure-holders of several grades, the 
actual cultivator has above him generally his social peer. 
There is in such ciraumstances a tendency not to rat k-rent the 
cultivator. Hence Sub-feudation, though economically un- 
bound, is not an unmixed evil. 

Main types of sub-tenure in Bengal. 

(1) Jote— ‘it is the most commen class of subordinate 
tenure. Jotddars cultivate their own lands and do not always 
possess the right of subletting there lands to tenants at fixed 
rates. Belciw the Jotedar arc the Chnkanidars, who again are, 
followed by Darchukanidars, DatdanhukanidarSs Tasya — 
chukanidarSt Telitasya chukanidars. The majority of .them 
are under-ryots without any right of occupancy. 

(2) Mukrari and Maurashi- The former are generally ' 
leases of small plots of land for the construction of permanent 
dwelling houses, factories, burning ground etc. ' The leases arei 



214 


INDIAN ECONOMICS 


permanent and heritable and the rent is fixed in perpetuity. 
Maufashi tenures are also permanent but are liable to enhance 
ment of rent, unless it is stipulated to the contrary. 

(3) Ijara — Ijarat are farms limited to a term of a year 
The former has no claim to a resettlement on the expiry of his 
lease. An ijara is sometimes sublet, and becomes a darijara. 

(4) Howla — ^The hmla tenures had their origin in the 
reclamation of waste-lands. These tenures are generally 
permanent, heritable and transferable, hut their rent is not 
fixed in perpetuity. Below the howladar is the osaHiim- 
howladar* 

(3) Abadkari'-or Mandali tenure. These tenures 
prevail in Midnapur, and correspond to the howlas of Backer- 
gunge. The Mandali tenure is generally found in those areas 
of Midnapore where the bulk of the population conSWts of 
aboriginal tribes. In such a community the mandal was the 
representative in all external relations. The tenure is per- 
manent, heritable and trans ferable. 

(6) Utbandi ayatem — ^Its characteristic features are that 
the ryot has no fixity of the area of lands he holds* and that 
his land is measured and assessed by the land-lord every year. 
The tenant is at liberty to renounce at the end of the year 
any portion or the whole of the land held by himi^ while the 
land-lord also has the right of evicting the utbandi tenant 
from any part or whole of the holding at the end ^bf the year. 
It prevails in Nadia and Murshidabad. 

(7) Sanja tenancy of west Bengal. It is sirailkr to 
the Dhankarari system of East Bengal. The rent is paid in* 
kind, the amount being a, certain fixed quantity of the actual 
out-turn. The rent compared with cash-rent is nofmally high. 

(8) TheBarga or BharChasi System-^This system 
prevails to a considerable extent alP over the Province. The* 
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produce of the soil is generally divided equally between the 
Zemindar and the tenant, though sometimes the share of the 
land-lord comes down to one third of the gross produce. 
Ordinarily the land-lord supplies the seed and bears the 
expense of manure. Besides the rent, the ordinary ryot has 
to pay, certain extra taxes known as Abwabs both as a 
matter of routine and on ceremonial occasions. The Bargadar 
is generally regarded as a mere labourer in as much as the 
ryot is supposed to have the right to resume it at the end of 
any crop and transfer it to another. This system is very bad. 

(9) Finally, we might refer to the jimba tenure in Backer- 
gunge and the Ghatwali tenure in Birbhum, Burdwan and 
Bankura. The origin of the former was in the protection 
afforded by one land- lord to the oppressed tenants of a weaker 
one, when the latter failed to do so. Jimba thus implies any 
kind of dependant taluk. 

The Ghatwali tenure is essentially a service-tenure, 
although a small amount of rent is paid. Grants of land were 
made for rendering police or military service, originally for 
guarding the ghat or mountain passes on the western frontiers 
of these districts. In recent times, however, the ghatwalis are 
being transformed into ryot with occupancy rights. 

Tenancy Legislation in Bengal 

The celebrated permanent settlement of Lord Cornwallis 
declared the Zemindars to be hereditary proprietors of land on 
a perpetually fixed land-revenue basis with absolute rights of 
transfer. But then, as we have already noticed, it did not 
define in any specific way the relation that was to exist between 
the Zemindecs and the tenants. The immemorial lights of the 
ryots were bartered away, and they were left to the tender 
mercy of ttm Zeminder. 
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Before the permanent settlement, the khudkhast ryots in 
Bengal formed the governing body of the village community. 
Their rents were customarily governed by the Pargana rates. 
They had also a number of communal privileges in regard to 
their homestead plots and to the pasture and forest lands, to 
the Imnds, water-reservoirs, irrigation channels and fisheries, 
to the services of village servants and officials, and to the pick 
of the fields left unoccupied. All these rights of the culti- 
vators were left unascertained at the time of the pt^rmanent 
settlement and allowed to be regained by the Zeminders. Lord 
Cornwallis no doubt gave a legislative right to each culti- 
vator to demand a declaratory lease or patta specifying the 
rent. He lielieved that he was giving the cultivator the same 
right to hold his fields for ever at a fixed rent as he was giving 
to the Zemindcr to hold his estate for ever at a fixed land-tax. 
But the minute inquiries into the rents of the cultivators which 
Lord Cornwallis contemplated were never carried out. In 
many respects the scries of land-laws in Bengal since 1859 
seeks to give legal force to the customary rights of the culti- 
vators which the permanent settlement left unascertained or 
actually obscure. 

The first Act, however, of the Government after the 
permanent settlement was to strengthen the hands of the 
Zeminders in their work of exploitation by passing the noto- 
rious laws known as Haptam and Saptam, 

It was only on 1859 that tho Govorninent. realised the helplessneKs 
of the ryots .and made the first serious attempt to safo^guard their 
interest. 

(1) The Rent Act of 1859 divided the tenants into S broad 
dasses : v « 

(a) Those holding land at a fixed rent since tho Permabeht settle-^ 
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ment (?>) Tho'^e holding land for 12 coiitmunui \crt^ (r) Those 
holding land for loss thin 12 vc irs 

(2) It conferred on th( fn s/ el is*> the right to hold land at a 
fiAcd rent provided thty fould pio\i tint then unt had nothin 
increased dm mg the list 20\cii‘» Ihis ipplird hrA\e\tr onl\ to a 
small number of eultiv itors 

(S) The * toad iiid the most nnpjitin^ proMsioii of the \< t was 
that whit h 1 ( stowed the light of oc t upaiu > on the sc t ( nd ( I iss 1 m< t 
icn could be enfortid thiouqli tin (ouit ind dcfinitt rules ugndiiig the 
enh met mint of rent we it hid down 

In practice howevti the Vtt ie\ciltd inani defects The right of 
occupinty could be estihlishcd only if tht r\ot could prcsethithe 
hid held the liiid contimioush for the list 12 >cu)s in ilniost im 
possible felt for him ^giin when the lind lord w is entitled 1o in 
enh incement of rent he also found it diftic ult to proic the Ic gitini icy 
cf his Oise before a ( ourt of Liwr 

The zeminders, henoeforwrard, began to evict the tenants ]UBt 
before the completion of the 12th year, and then re-instated them 
after sometime These defects, combined with serious agrarian 
riots, led to the passing of the / f> iqaJ Jenamii Uf of 1885 This Act 
has served ae a basis for Tenancy Legislations through-out India 
It divided the tenants into tenure holders, ryots and under-ryots 
A tenure holder is a person who has acquired from Jbhe proprietor 
or another tenure-holder a right to hold land for the purpose of 
collecting rent, while a ryot is a person who has acquired such a 
right for the purpose of cultivation An under-ryot is a person who 
holds land mediately or immediately under a ryot occupancy-right 
could be acquired by holding land continuously for 12 years in the 
some village , the assumption as regards continuity being in favour 
of the ryot unless tbe contrary is proved It also provided for 
compensation for improvement in case of eviction and laid down 
specific grounds on which rent could be increased Eviction of tbe 
ocoupanoy-raiyat wouid follow the sale of land in execution of a 
decree for arrears of rent. The non oceupanoy^raiyat and the 
under-raiyat however, got no substantial t>T6teotion 
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The Amendment Act of 1928 : 

Subsequent experience, however, revealed certain defects of the 
Act of 1885, some of which have been remedied by the Amendment 
Act of 1928 The question of the transferability of occupancy 
holding was so long an unsettled one The Act of 1928 removes it 
and confers on the occupancy-ryot the detinite right of transfering 
his holdings, the land-'ord being entitled to a transfer-fee and aiso 
under certain circumstances to have the holding transferred to 
himself by paying compensation The Act confers on the occupancy 
ryot "the right over tree" and the right to erect dwelling-houses and 
to excavate tanks in his farm. The Act, also confers a number of 
substantial rights on under-ryots. It provides against an arbitrary 
enahnoement of rent, it being stipulated that the money-rent can 
be increased only by a written registered contranot and that, too 
by not more than 4 annas in the Rupee at the interval of 15 years 
The Act also lays down 5 specific grounds on which the under-ryot 
can be evicted Even on those grounds he is is not liable to 
ejectment if he has been admitted in a document by the land-lord 
to have a permanent and heritable rigits to the land, or if he has 
been in possession of the holding for 12 continuous years, or has a 
homestead thereon The Act also makes the holding of an under- 
ryot heritable but not transferable except with the consent of the 
land -lord. 

Such then, briefly, is the history of Tenancy Legislation in 
Bengal The Legislation is not without its defects As Dr. 
Mukherjee has pointed out The creation of a transferable pro- 
prietbry or tenant right without any limitation has been accom- 
panied by great economic unsettlement It is not in the interest 
of cultivation to create sale-able proprietory and oocupancy«rights 
which may be bought up by money-lenders and non-agriculturalists^ 
who will convert the cultivating ownevs and tenants into raok-^ 
rented tenants-at-will. All their interest in the matter is to make 
the greatest possible profit in the shortest possible time ; they 
have no desire to maintain or increase the value of the land. This 
is what actually happQod in Ireland under similar oircumstanoos 
when the land creatsd a heritable and aatealile tenant-right. 
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This experience ought to warn us in India against conferring any 
saleable right on the occupancy tenant who thereby may degenerate 
into a parasite of capitalism. Thus the cultivating peasantry is 
gradually being expropriated It is they who constitute a conti' 
nuously increasing class of farm hands and day-labourers ; a 
floating population waich is at once the cause and effect of own 
agricultural inefficiency. On the other hand, the right of free 
transfer is a valuable one in the interests of consolidation of 
holdings From this standpoint, the obligation tc pay a transfer- 
free to the Zemindar is highly objectionable as it would be sure to 
prevent such transfers as might be otherwise desirable The 
assurance of Mr Fazlul Huq to introduce an Amending Bill very 
shortly, in the Bengal Legislative Assembly, abolishing Salami^ 
pre-emption rights, abawab and other disadvantages, is a welcome 
one as far as it goes. 
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INDUSTRIES (GENERAL OBSERVATIONS) 

A BRIEF HISTORICAL RETROSPECT 

1 . Industries in the Ancient days. 

History tells us that India had many flourishing cottage 
industries in the palmy days of her ancient history. As the 
Inilustrial commission has observed^ “At a time* when the west 
of Europe*, the birth place of the moilern industrial system, was 
inhabited by unenvilized tribeiS, India was famous for the wealth 
of her rulers and for the high artistic skill of her craftsmen/’ 
Another European writer has observed, “the gossamer muslins 
of Dat'ca, the beautiful shawls of Kashmir and the brocaded 
silks of Delhi adorned the proudest beauties at the courts of the 
Caesers, when the barbarians of Britain were pairted savages.” 
Recent discoveries have also revealed Mummies in Egyptian 
tombs, dating from iOOO B C., wrapped in Indian muslins of the 
finest quality. 

“The skill of the Indians,” observed Prof. Weber “in the 
production of delicate woven fabrics, in the mixing of colours, 
the working of metals and precious stones, the preparation of 
essences and in all manner of technical arts, has from early 
times enjoyed a world wide celebrity. 

Of course, there are certain European scholars such as Sir 
John Marshall, who have disputed India’s claim to originality 
in the development of fine industrial arts except in the matter 
of Jewellery. According to them, the indigenous art of India 
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was of a very primitive type, an<l its later effloresrcnce was due 
to Hellenic and Iranian influonre. But this view is not 
accepted hy experts like Fcrgusson, Havel and others and does 
not seem to be true to historical facts. 

With the politic'al de('line of th(‘ Hindus, however, the 
industrial prosperity of India fell from the heights. 

2. Industries in the Moghul days. 

The (le(‘line of Indian industries which began in the lalei 
days of the Hindu rule, and was even a(‘celi*rated during thr 
stormy days of the Pathan rulers, was howi ver, arrested and 
even replaced by a great revival in the days of the Cireat 
Moghuls. Among the fine/ crafts of the period, we might 
mention the Muslins of Dacca, the shawls and carpets of 
Kashmir, the silk clothes of Delhi and Agra, the ivory work of 
Murshidabad, the marble work of Jaipur, the perfumery ot 
Gazipur and the velvets of Lucknow. 

Besides, India had a very flourishing cotton hand loom 
Industry which not only supplied the entire local demand but 
also provided a large surplus for export to Ceylon, Arabia, 
Egypt and other neighliouring markets. Among the minor 
crafts of the age, we might mention the manufactures of woodi'n 
bed-steads, stools, boxes, leather goods, paper, pottery, and 
bricks. 

3. Industries in the days of the John Company 

and after. 

Before the discovery of the Cape route, the famous handi- 
works of India were sold to European markets by Arab 
merchants through the Italian cities of Venice and Genoa. 
Those were the days when Venice hold the ‘‘Gorgeous East in 
fee.’* With the discovery of the Cape route, however, the 
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monopoly of the Indian trade became the main objective of 
different European nations. The Portuguese were the first to 
come upon the scene. Later on, the Dutch came to replace the 
Portuguese, only to be driven out of India ultimately by the 
English and the French. Then ensued a bitter rivalry between 
England and France out of which the former was destined to 
emerge victorious. The first efforts of the East India Company 
were naturally directed to the exportation of Indian cottage 
products to Europe. But as Indian calicoes and muslins were 
found to be much cheaper than British woollen and silk 
manufactures, the British Government prohibited the importa- 
tion of Indian fabrics into England. 

From this time onward, the East India Company and the 
British Government began to look upon India as a source of 
raw materials, and a market for British manufactured goods. 
The Industrial revolution in England, and specially the 
revolution in transport, heralded by the development of railways 
and steam-ship, served greatly to accelerate the process of the 
decline of the old economic order, though it carried with it 
the potentialities for the birth of the new order. The prevalent 
doctrine of laissez-faire gave a further impetus to official 
indifference and hostility. Thus came to an end the long and 
eventful story of India's flourishing cottage products. 

It was not till the policy of Laissez-faire became discredited 
on the theoretical plane, and a series of desolating famines 
revealed the precarious foundations of India's economic life, 
that the need for industrialisation came to be felt. Both the 
Famine Commissions of 1880 and 1901 recommended the 
rapid industrialisation of India as the only remedy for India’s 
poverty and famine. The Swadeshi Movement of 1905, though 
mainly inspired by feelings of political opposition to Great 
Britain^ stimulated the development of many new Indian 
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industries. The enthusiasm, however, could not endure Img 
for want of official support and of experience on the 
part of Indians Thus in the Pre-war Period the only organized 
industries of India were the Jute mill Industry of Bengal, the 
Cotton Mill Industry of Bombay, and the Coal Mining Industry 
of Bengal, Bihar and Orissa. A great step in advance was 
taken with the inauguration of the Tata Iron and Steel Company 
at Jamshedpur in 1907 which actually commenced operations 
in 1912. The Government, however, as it is clear from the 
Despatch of Lord Morley in 1910, still deprecated official inter- 
vention in industrial affairs. 

Effects of the war on Indian Industries. 

The next great land-mark was supplied by the Great War 
(1914-18) which by cutting off imports both from the enemy, 
and later on from the Allied countries, gave exceptional 
opportunities for the development of Indian industries. At 
first, however, the field was occupied by Japan and U. S. A. 
It was the realization of the military importance of developed 
Indian industries that led to the complete reversal of the official 
attitude towards Indian industries. In 1916 the Indian Industrial 
Commission was set up to examine the whole question of 
industrial development in India, and to indicate new openings 
for the profitable employment of Indian capital in commerce 
and industry and the manner in which the Government could 
usefully give direct encoun^ement to industrial enterprise. 
The commission recommended active state encouragement to 
Indian industries. In 1917 the Indian Mumtiom Board was 
set up “to control and develop Indian resources, with special 
reference to the needs created by the war.” The Board was 
able to foster indigenous industries in various ways specially 
by the purchase of Indian articles and materials in 
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preference to foreign goods including British. Provincial 
Dcp:irtme‘nts of Industries were started at the t‘nd of the W'ar 
and the Munitions Hoard was merged in the Imperial Depart* 
nient of Industry and Commcrc(\ 

The Poat-war boom. 

The 'close of the war was followed by a great industrial 
boom leading inevifildy to a prolonged trade-depression, 
The exchange* diflieulties at that period further intensified 
these diflficultics Mean-while th(‘^5.‘£// Autonomv Convcfition for 
India had been established by the British Parliament. In 1^)21 
the Indian h‘'is''al Commission was set up under the PresideiK'y 
of Sir Ibrahim Rahimtoola. The commission recommended a 
lK)licy of discriminating protection for India which was to be 
carried out by an independent Tariff Board. Thus, the pre- 
war Laisso'z-faire policy of the Government was set aside in 
favour of that of state interventionism. Some industrial recovery 
took place from 1924-25 till the Wall street crisis of 1929 
enveloped the whole world including India into a trade 
depression of unprecedented intensity out of which India 
along with the rest of the world has been only slowly emerging. 

Industrial backwardness of India. 

Compared to other advanced countries, industrial develop- 
ment in India has lieen very limited. The salient features of 
the present industrial -position can be summed up as 
follows : — 

(1) India has only a few developed industries^ such as the 
Jute industry of Bengal, the Cotton mill industry of Bombay, 
the Iron and Steel industry of Jamshedpur, the mining industry 
of Bengal, Behar and Orissa, and the new-born Sugar industry 
ofU. P. 
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(2) Even within its limited sphere, industrial development 
has been ^ uneven^ being restricted to mfe and easy forms of 
investment, 

(3) Thirdly, the development has not been commensurate 
with the size of the country, its population and its natural 
resources. 

(4) Lastly , there has been an almost exclusive reliance on 
foreign imports for the supply of accessories, stores and machi- 
neries as well as of foreign technical aud chemical experts. 

(5) But although the present position is not at all enviable, 
India has great industrial potentialities. We have large natural 
resources, vegetable, animal and mineral and a large home 
market for selling our manufactured goods. We shall now 
study our present position with regard to the different factors 
of production in order to find out the main causes of our 
industrial backwardness. 

Land 

(1) The first essential of industrial development 
is the presence of adequate raw materials and power resources. 

Regarding raw materials^ our r esources, though not generally 
of the best quality, are fairly abundant. For instance, the Jute 
Industry of Bengal mainly owes its prosperity to 'the fact that 
Bengal enjoys virtual monopol y of raw jute. Similarly, the 
foundations of the Cotton Mill Industry of Bombay and 
Ahmedabad have been laid in the supply of raw cotton in 
Berar and some other districts of the Deccan. On the othei 
hand, the comparatively inferior quality of Indian cotton 
cloth is due to the fact that Indian cotton is mostly of the 
short staple variety. In the same way, the comparative 
inferiority of the Indian whi|;e sugar Industry is partly due 
to the low yield ^ sugar-cane per acre and the inferior quality 
of our can^. ' ' • ^ 

15 
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As regards pmver, India is not as fortunately placed as some 
other highly industrialised countries like England and the 
U. S. A, Our reserves of good coal, according to present 
consumption, are, in the opinion of the coal Mining Committee, 
just sufficient to last 122 years, while the reserves of coking 
coal are only adequate for 62 years Unless proper methods of 
coal conservation are adopted, India, therefore, will have to 
face the prospect of coal shortage in future. Another difficulty 
is the virtual concentration of India’s coal resources in one 
locality, namely the Gondwana coal-field of North Eastern 
India. This factor, coupled with the high freight charge on 
India’s coal, makes it impossible for industrialists in the outly- 
ing regions to obtain coal at an economic price. As a matter 
of fact, Bombay finds it more cheap to import coal from Africa 
than from Bengal. 

If our coal resources are not properly distributed, our position 
as regards petroleum is infinitely worse. With the separation of 
Burma, Assam and the Punjab are the only places where some 
oil-fields exist. But their yield is insignifieant. In 1930 it came 
to 44 million gallons only. 

PoMibilities of Hydro-Electric development. 

But though our coal position is not very satisfactory, and 
our oil resources are almost negligible, we have great potential 
resources in water-power. Electric power is cheaper and more 
hygienic than steam power. It has been calculated that India 
can produce 17 million Horse-Power of electrical power with 
her present resources, of which she has developed so far only 
2 per cent. The most important Hydro-Electric projects exist- 
ing at present are the Tata Hydro-Electric Power Supply 
Company Ltd. at Lonavla in Bombay, the Tata Power Company 
Ltd. at Nila-Mula, th6 Andhra Valley Power Supply Company, 
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2he Kauvery Scheme in Mysore, and the Kashmir Installation, 
while the Koyna Valley Project and the Mandi Project are 
under construction. 

In Switzerland, Sweden, and Norway, where water-fklls 
abound, hydro-electric energy is being utilised for a variety of 
industries, both large and small — the railways, irrigation, manu- 
facturing industries as well as cottage industries. Prof : Radha- 
kamal Mukherjee strongly recommends the wide spread use of 
Hydro-Electricity in India not only for making up for our Power 
deficiencies, but also for decentralizing our big industries, and 
for developing them on the lines of regional and village 
system. 

Labour. 

(2) The characteristics of Indian labour, and the 
factors that contribute to the comparative ineflSciency of Indian 
labour, shall be studied in detail in the next chapter. Here 
we might point out the following main causes, associated with 
our labour, that are responsible for the industrial backwardness 
tof India ; — 

(a) Tht scarcity of labour supply. 

Industrialists have often complained of the, scarcity of 
industrial labour. This is due to the innate conservatism and 
love of rural life of the labourers themselves as well as the 
general ignorance about labour requirements in different mills 
and factories, the hopeless housing conditions in factory areas, 
the prohibitive cost of transport, the antiquated methods of 
labour recruitment and the uncongenial atmosphere of factory 
life. With better education and better provision of the amenities 
of life, this deficiency is likdy to be overcome. 

(b) ‘ The bad j;diysiqne of the factory workers on account 
of the ravi^ of diseases, poor dietary, etc. 
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(c) The illitetacy and lack of technical training of the 
labourers 

Cd) The migratory character of Indian labour due to the 
rural bias of the labourers 

fel The lack of healthy trade union development among 
the workers 

ff) The tropical climate and long hours of work with their 
deadening effect on human energies. 

(g) The dilatoriness on the part of the Government and 
the employers in making the life of the industrial worker more 
easy and comfortable through legislation and otherwise. 

Capital 

f3) The prohkms of industrial finance have been 
reserved for a subsequent separate treatment. Wc can here 
just point out some of the outstanding defects. 

(a) Indian capital is proverbially shy. People love to lock up 
their savings in the form of ornaments, and when they invest, they 
like to do so in Government securities or in other safe investments. 

(b) Indian industrialists generally make the mistake of 
depending upon banks for the supply of their working capital. 
They forget that part of the working capital is almost in the 
nature of fixed capital on account of its recurring demand. 

(c) Further, the practice of its depending upon public 
deposits, as in the case of the cotton Mills of Ahmedabad, is 
also dangerous as these deposits have proved to be fair-weather 
friends. They wither up in times of difficulties. 

(d; The absence of wide-spread mortgage-hanking in India 
is another handicap. 

(e) The absench Industirial corporations* whedier on a 
Provincial or on an' Ail India iliialdi'aBo vnNtards (iiia industrial 
developmoit of Indio. ' » 
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(f) Lastly, the preponderaoce of foreign capital in many 
industries makes it difficult for Indians to take any share in 
their devdopment. 

OrganisalitMi and enterprise. 

It is in this last factor that Indian short-comings are 

most pronounced. As Marshall wrote long ago, if India had a 

score or two of men like Mr. J. N. Tata and some thousands of 

men with Japanese intertist in realities, she would soon bev 

great nation. So far Indian industries have been developdf’Sy^* 

few firms of managing agents. This managing aeent^ 

,• j • r 1 jloys iMi.cbsB 

greatly outltved its usefulness. The importance of tm^jubjea 

is great enough to demand a separate treatnfent which will 

subsequently made 

Attitude of the State. 

(5) Lastly, we might mention that the industrial backward- 
ness of India is due largely to the laissez-fare policy pursued by 
the Government before the Great War. The “great dependency 
of India,” as Justice Ranade styled it, was looked upon as field 
for'^lonial exploitation, as a perennial source of raw materials 
for Qlithh industries and as an ever-expanding market for British 
manufactured goods. It was only the Great War which opened 
the eyes of the Government to the military importance of an 
industrialised India, and since then the Government has been 
■takii^ steps to encourage the development of Indian industries, 
though even now it betrays an equal, if not greater anxiety for 
British manu&cturers. In this connection, we might also 
mention that Indian Railways, controlled mostly by the Govern- 
ment and partly by Europsan capiulists, have systematically 
acted more as a step-mother than as a foster-mother to Indian 
industries. ^ 
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The true lines of India's Industrial Advance : 

The policy of Industrialism to urhioh India is committed is not 
without its severest critics As we have already seen in the* 
chapter on economic transition in India, Mahatma Gandhi has 
condemned it in unequivocal terms and has incessantly preached 
both by example and precept his immutable faith in Charkn and the 
Khaidar India's public men, however, including some of the 
greatest followers of Mahatmaji himself, have never accepted this 
doctrine as a practical policy. And this seems to be the common- 
sense solution of the problem As Prof. Kale has observed, 
“Arcadian simplicity and rural bliss arc now things of the past 
among us. Japan, a country of the orient, has shaken oft its old 
garb and even the sleepy celestial Empire has been a.vakoned from 
its slumber of ages The countries cf what is called the Ivliddle 
East are slowly preparing to follow Can India be a solitary 
exception ?** 

But though India has rightly decided to adopt modern methods 
both in industry and agriculture, it will be highly unfortunate if 
she does not avoid the evils which have accompained Europe n 
experiments with modern industrialism In this connection, we 
must also admit that ^o far India has not shown any capacity 
or disposition to prqfit by European experience We can only hope* 
that the future will hav.e a different story to unfold 

The main defects of western Industrialism have been the growth 
of mammoth industries in mammoth towns and cities leading to 
the desolation of the country side, and the accumulation of myriads 
of human heads in the congested regions of mills and factories. 

The task of statesmanship in India is just so to orient our 
industrial policy as to steer clear of precisely these evils, and to 
make our industrialism a true expression of our social and natural 
needs, and as far as possible in keeping with the existing aiiracige^ 
ment of our society. . ^ ^ « 

.Dr Radhakamal Mukherjee has advocated a fon^ industrial oo^ 
operation among our artisans in the village w'ith tUa use df Hydfa* 
Bleotric ^ower which will help to develop modern Industries on ar 
small scale even in the remotest regions of the country whei^:.i^ow 
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the Tillage artisan plied his humble trade under the greenwood 
shade Dr. Mukherjee points out the following special oiroumstan- 
068 favouring industrial co-operation among our artisans 

*'Our industrial population is organized into castes, marked by 
a spirit of association, solidity and co-operation in social dealings. 
The caste traditions and the character of the people are thus 
distinctly favourable to co-operation tor industrial purposes. 
Again, the form of industrial co-operation is structurally akin to 
the economic methods of our village community 

In the village Community, the village industriahsts are paid by the 
villagers auU the communal ownership of land, typical in the Indian 
villiigc Community, links itself naturally to the communal ownership 
of machinery, and the implementg of production, as well as the 
remarkable wares, which is the object of industrial Co-operation. Of 
course, only a visionary can suggest that the Indubtrialised India of 
the future will be an Idyllic state with every village, a well-decorated 
industrial centre which will bo an absolute stranger to the storm and 
stress of modern industrial strife. Kevertheloss, it should not bo 
practically impossible to develop small industrial towns all over the 
country, and to retain as far as possible the homolinoss and the 
healthy surroundings of the old domestic system, instead of swallowing 
up locu^ stock atid barrel tho entire creed of western industrialism, and 
converting this holy land of ours into an East End of Europe " 

IndustrialUation of India and its benefits, 

The Fiscal Commission summed up the following benefits of 
Industrial development in India : — 

(1) It would increase the national dividend and thereby 
help to raise the standard of living of the people. 

(2) It would restore the lost economic equilibrium by 
lessening the dependence of the people on agriculture. 

(3) The profits of industry, being in a concentrated form, 
will help to swell the volume of Capital which will be available 
for fresh industrial mvettment 
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(4) Industries will increase the real wi^es of labour by 
supplementing the farming income through the employmmrt 
of those superfluous farming membeis who migrate to the town. 
Moreover industrial wages are higher than agricultural w^es 
and on account of competition the former cannot but affect the 
latter. 

(5) It would increase the taxable capacity of the country 
and bring increased revenue to the state. 

(6) Lastly, the effect on the national character will be 
highly beneficial in that an industrial population is much more 
alert and progressive than an agricultural one. The greater 
contact between towns and villages is also likely to have a 
tonic effect on the character of the people as a whole. 

(7) Industries have great military importance both for 
offence and defence. 

(8) Lastly, we might also mention that industrialisation 
will go a long way towards solving the problem of our middle 
class unemployment. 

Induatrialisation : ita eff^t on agriculture. 

The above benefits, of industrialisation should not be dis* 
counted by the familiar argument that industrialisation 
will adversely affect Indian agriculture. 

(1) It has been said that as Indmtries will attract an 
increasing number of men, tbe total food supply will become 
abort on account of diminished i«odnction. This aiq^cdien- 
sion however, seems to be unjustified, as agrioaltaam will be 

rather dun depressed if it itsybt^)dQOad;^4oonsi- 
dpir^ numbw of tbe rural p(^latipn. 

( 2 ) Moreover widi imj^ved methods, it is possttile to 
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have a much increased volume of agricultural production 
with a much reduced number of actual agriculturists. 

(3) Finally, it is a matter of indifference whether agricul- 
ture or industry holds the pre-eminent position in the national 
economy. 

(4) In our opinion a policy of industrialisation far from 
hindering agriculture, will act as a great stimulus in vanous 
ways, both direct and indirect. 



CHAPTER XIII 


THE PROBLEMS OF INDUSTRIAL FINANCE. 

— - -- 

Capital requirements of industries. 


Industries require capital for two purposes 

Block Capital for financing fixed assets such as land, 
buildings, machinery etc. ; and 

i2^Working capital for the purchase and working up of 
raw materials into finished products, for stores purchase etc. 

While Block capital is permanent in nature, working 
capital is partly permanent and partly temporary in character. 
The relative proportion between block and working capital 
required in an industry varies with the nature of the industry. 

European business men are of opinion that Capital required 
for financing fixed assets should in all cases be supplied by 
public or private subscription of ^ares or debentures of the 
undertaking. When an industry is thus well established, the 
Commercial Banks should supply the capital required to 
finance the floating assets on the security of stock and other 
liquid assets 


Financial handi-capa of 1 ndian industries. 

Indian business men point out the following handicaps to Indian 
industries. 

(1) It is complained that conservatism and lack of initiative make 
the banks vory timid and prevent them from embarking on under* 
writing of indnstrial capital or even lending paoney on the aeourity of 
Indnstrial shares to any great extent. The Imperial of India, 
for example, is debarred by statute from giving loans to Industrial 
Ootupxnies for oapitsl expenditure. Dven as regards floating capital. 
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the Bank insists on a margin of something like 80% which moans 
that Industries haTe to provide not only the whole of the block-capital 
hut also 80% of the working capital. 

(S) Banks usually insist on a full backing of tangible and realisable 
security for their loans and take no account of the personal credit of 
the borrowers. This is not supper tod by British example. 

(8) In times of depression Indian industries do not got the 
necessary sympathetic treatment from the Banks. 

(4) The contention that Banks in India are not equipped with the 
technical knowledge necessary for valuing the assets of an industrial 
ooncern is certainly not true of largo industries where suDfieient 

data are available through balance sheets and reports from which the 
Bankers can form a correct opinion about the financial position of the 
concerns. 

(5) At present, Banks finance industries out of short-term depositti. 
Though they are willing to renew these leans, from the point qf view 
of the industrial concerns this position is precarious as the concern ib 
not sure of getting a renewal. 

6. A great deal of the Capital required by the Cotton Mi 11s in 
Bombay is obtained directly by means of deposits from the public. 
This system is compared to a fair-weather friend as deposits arc 
liable to be withdrawn in bad times. 

7. The Imperial Bank of India is further accused of racial dis- 
crimination against Indian couooms. 

8. The rates of interest charged to Industrial loans and advances 
are said to be generally much higher than the Industries can bear. 

Besides the above defects in the Banking system the lack of 
Indian capital for Industrial Development is due to the following 
factora 

(1) There is no recognised method in India by which the general 
publi c can obtain advice and assistance as regards investment in India. 
i^biere ate eentres with no bank to give some sort of 

advice. The gtook exchanges function only in the large sea-portb 
and as such are beyond the reach of the up-country investor. 

(3) The failure of 'many small Industries has also shaWthe 
oenfidenoe of the ' pubHe in industrial investment to some esteut. 
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nenoe there is e preference for eafe inveetment in Gh>Ternineitt 
HOC uri ties and cash-certificates. 

(3) Another defect is the almost oomplete absence of Mortgag e 
Ban king in India due to following caseB : — 

(a) There is a class of Indian investor which looks for capital 
appreciation in its investment so that Debenture lo*anB with a fixed 
yield of interest and with no prospect of ca^tal appreciation have 
therefore no attraction for this class. 

(b) Unlike the practice of other countries) Insurance Companies 
In India do not invest any considerable part o! their surplus funds in 
Debentures. 

(c) The heavy stamp duties on debentures and on transfers of 
debentures is also a great impediment in the way of Industrial doben- 
turoB becoming popular. 

(d) Small concerns cannot raise debentures. So special Institutions 
are necessary for these purposes. 

(e) Moreover debentures will be acceptable only when profit is 
visible. 

(f) The market for debentures is limited owing to general prefe- 
rence for investment in land. 

(g) Debentures are generally monopolised by limited groups of 
financiers who do not try to create a general market for them. 

(h) The success of a debenture issue also depends upon the nature 
of the security ofiered and where this was satisfactory as in the case 
of some Jute Mills, the public readily subscribed. 

(i) Lastly, the Government is a great rival for capital. While 
Government security offers a very safe form of investment, industrial 
investment does not offer such security in view of the uncertainty in 

Fiscal Policy of the Govemment. 

Remediei of ftnanciiil haiuiicap». 

Havinf>,^j^| te ied the principal defects in the prevailing 
‘System of Indiistrial finance, we now proceed to analyse the 
principal' lines of remedial action. " 

(1) In tht first place 
hadly teqoiie Induatri^ 


for the supply o f loiHn.t<wpi we 
Banics poth on t^oyincial and an 
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AlHodia bas is. The ©opernment must take the initiative in the 
creation of such an Institution either by subscribing a substantial 
part of the shares or debentures, or by a guarantee of interest. 
There should be a special expert Committee which will keep in 
touch with small industrialists in order to lay down a definite 
scheme of assistance, and to define the methods of Such oasis' 
tance. Pending the establishment of such Banks, the Indus* 
trial Commission suggests that the existing Bank or Banks in a 
particular locality should hnance middle class industrialists by 
advance of loans to them subject to p guarantee by Government. 

(2) Secondly, we have to e stablish an Interm ediary betwee n 
the gener aLpublic and the Ma naging Agent who will be aMe, 
by his expert knowledge and financial strength, to inspire the 
confidence of the investor in the ultimate success of the 
concern He must be in a position to underwrite the shares 
in the first instance so as to relieve the Industrial concern ot 
financial burden and give it expert information. 

(3; Thirdly, xcv^xam of depression and also when amal- 
gamation is proposed, some Institution is required which will 
not only afford advice and financial assistance to the Industry 
but may also assure the Public of the soundness of such schemes 
by impartial investigation 

Lastly, the system of Mortgage-Banking should be 
systematically developed. It is then «id then only that 
Industries oan be rescued from their helpless dependence upon 
Mu^ng .^gents 

Indigenous versus foreign capital 

4 

Hm Pretott pMittoii at regardt thair 
Imjpoitaiiecu '' 

' 1. Riv almost impossible to form' a correct esitioiate at 

Irdgktdt tBe tottS amomftof indigenotis and fbreign Capital 
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invested in the Manufacturing industries in India, The availa- 
ble statistics do not help us much as part of the Rupee-Cai»tal 
is held by Europeans and part of the Sterling. Capital is held 
by Indians and further because Capital for manufacturing 
industries is sometimes combined with that for trading purposes 
and lastly because not all the capital of companies in India is 
utilised for the purely Indian Branch of the concern. 

^ According to the evidence of the Associated Chambers of 
cSnamerce before the Simon Commission, the amount of 
British capital invested in India stands at ;^100D million. Of 
these;^400 millions are accounted for by Public and guaranteed 
loans, £60 millioas by investment in Industrial and mining 
enterprises, and jQS^O millions by investments in plantations, 
Banking, Insurance, Trading and Shipping enterprises. 

According to Dr. Soni about Rupees 1800 millions have 
been invested in purely manufacturing industries, and that, 
although sometimes Indian and sometimes foreign capital 
dominates whole groups of Industries, their strength is 
nearly equal. But the financial strength of foreign companies 
is really much greater on account of their greater credit 
facilities both in India and in London. 

The greatest achievements of indigenous capital have 
been in the Cotton Mill Indu stry, Iron and steel Industry, sugar 
factories, water power ins tallations and some minor enters 
prises like Paper Mills, Cement Works and small mines. Foreign 
ca{>ital, on the other hand, has triumphed in the Jute Mills 
Bengal, Woollen Mills and Tanneries of Cawnpore and tng 
Engineering Works and the most prospnous mines. Besides, 
fordign capital predominates in plantations,' baiddag^iifmiianoe, 
trading and shipping enterprises. 

The' main cause of the supremacy of foreign capital in 
Jhose spheres lies in the fact that Indians, neya .underatood 
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the science of Coal and Oz<e*tnining, nor that of Tea, Coffee and 
Rubber. In Shipping, Engineering, Banking, Insurance, Wood, 
Leather and Jute, Indians suffered both from ignorance and lack 
of venturesomeness. In recent times the amount of indige* 
nous capital has been coming out more freely. The Great War, 
in particular, made the Government realise the vast potentia- 
lities of the Indian money market for successful flotation of 
Government loans, and since then rupee loans rather than 
sterling loans have generally found favour in Government’s 
eyes. 

Nevertheless, the total capital resources of India are strictly 
limited. The amount of hoarded wealth is officially put at a 
much higher figure than it actually is. According to Dr. Soni 
Rs. 633 millions is all that that can be looked upon as the 
amount of capital available for Industrial purposes. As India’s 
need for Industrial development is very great, it may not be 
possible to finance all our Industrial enterprises by means of 
indigenous capital. Hence the problem of foreign capital 
assumes great practical importance. 

'Conditions governing the utility of foreign capital. 

The main issue before the country to-day is, how far it is 
■desirable to follow the policy of ‘open door’ with regard to 
capital. Now, here we might mmtion at once that foreign 
ca^Htal can be imported into the country in two forms : (1) as 
loan capital ; and (2) as investment capital. In the former 
case, the foreigner gets only the interest until the principal is 
repaid. In the latter case, the foreigner gets both interest .and 
profit The example of other intensely nationalist countries like 
Japan and U.SA shows diat in the first stage of industrial deve- 
lopment, foreign capital in the sense of foreign loan is. a great 
Ueasit^ as otherwise the country would have to wut indefi-. 
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riitely for its industrial development. India, therefore, should 
welcome foreign capital in this shape for her rapid industrial 
regeneration, although considerations of exchange, and of 
fostering habits of savings among Indians, should qualify our 
zeal even in this respect. 

But the historical fact is that apart from subscriptions to the 
Government’s sterling loans, foreign capital almost invariably 
came into India accompanied by foreign enterprise, and has 
thus deeply entrenched itself in some of the most prosperous 
major industries of India. The living question is, how far the 
free importation of this type of foreign capital is compatible 
with the true interest of the country. 

Here, we at once confront fundamental cleavages of 
opinion between the official supporters and the general public 
of India. 

Recommendations of the Fiscal Commission aiul 

their criticisms. 

The Indian Fiscal Commission pointed out the following, 
advantt^es that India might derive from foreign capital and 
foreign enterprise : — 

(1) It will expedite the process of industrialisation and 
thereby increase the National dividend. 

This proposition is, however, partly true in as much as the 
National dividend will.be increased only through increased 
wages and not through increased profits. On the other hand,, 
the country's natural resources might be exhausted, as in the 
case of the Indian coal-mines, for the enrichment tbjsfoteign 
! country. 

' ’^2) The'Commission observed that'thrf 
£ imports ' into the’oouhtry the tedinical knowledge 
.'Jtatiofl which 'are necessary < for Indians tteIb!W th^y 
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can themselves belp to develop their country. This particular 
view is objectionable on the following grounds : — 

Firstly, technical knowledge is larg^y an international 
property, and expert technologists are easily available to the 
highest bidders. 

Secondly, the assumption that foreigners would voluntarily 
train Indians in the mysteries of their business, is entirely 
a baseless one, having regard to our past experience in this 
respect. 

Thi/dly, the view that by admitting foreign capital, India 
automatically admits the most up-to-date methods and the 
newest ideas and benefits by adopting those methods and 
assimilating those ideas is further objectionable as it suggests 
that Indian industries can prepress solely by copying western 
methods and ideas, and that Indians as a race are congenitally 
incapable of producing any originality of methods and ideas in 
industrial matters. 

Fourthly, if it was not necessary for France, Germany, the 
U. S. A., and Japan to invite British capitalists to further indus- 
trial regeneration, there is no reason why India should so help- 
lessly depend upon them. , 

(3) Another advantage claimed for foreign capital is that, 
it bears the cost of initial development and smooths the path 
of indigenous enterprise. 

The advantage claimed would be real if there was any ' 
great possibility for Indians to step into the shoes once the . 
initial stage is over. Unfortunately, however, the foreigners 
hasf) ,Shoim rte daire to abdicate in favour of Indians after 
pioneed^ soig^^jenterprise. Rather they have deep^ endren- • 
'ch|4 thcnisrtvfif|':Tn Indian ;'soil and ' have thwarted all efibits 
op psirt jsf Inmans to Intrude epon^theit {ffivileged pbntibns; * 

le . 
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By practising the economies of mass production the foreigners 
have tried to set up monopoly for all time. 

From the about analysis, we find that most of the arguments 
advanced in favour of foreign capital and enterprise are either 
wrong or are only partially correct. On the other hand, 
Indians have the following positive objections to the importa- 
tjdJi of foreign capital and enterprise : — 

Poaitive evils of foreign capita l. 

(1) Firstly, the profits _g o out of the country and thereby 
the country becomes progressively impoverished. It is a pity 
that while the grinding poverty of the Indian masses remains 
unaltered, if not accentuated, British merchants should be able 
to maintain a most extravagant standard of living and create 
huge fortunes for themselves before they retire to their 
Mother-land. 

(2) Secondly, it is notorious that foreign firms appoint as 
Directors and as members of their superio r staff persons of their 
own nationality excluding the claims of highly qualified Indians. 
It is a pity that people who secure their livelihood on Indian 
soil have been allowed to discriminate against Indians at 
almost all points on sheer racial ground without hesitating to 
exploit fully Indian labour, whether manual or intellectual. 

(.3) Thirdly, foreign firms have the greatest reluctance 
to train Indians as apprentices so that one of the main 
arguments of the apologists of foreign enterprise in India has 
been proved to be absolutely baseless. 

(4) Fourthly, the relations between labour and cai^tal 
are not very harmonious even when both belong to same 
nationality. In the case of foreign enterprise Ihp bomldnation 
white capital and coloured labour has inttodubed a further 
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element of discord, as has been in evidence in the recent 
Railway and Jute strikes. 

(5) And lastly, there is the overwhelming political 
objection against foreign capital in that it gives rise to vested 
interests which have proved to be a tremendous handicap on 
India's road to freedom. As we shall presently see, it is these 
vested interests which are responsible for very wide, far 
-reaching and even ubiquitous special powers of Governors and 
^ceroys under the recent constitution of India. 

Suggested restrictions on foreign capital. 

The External Capital Committee of the Indian Legislature 
after recognising the need for foreign capital, have suggested the 
following restrictions for the regulation of foreign enterprise if 

(1) Foreign companies should be incorporated in India 
•and registered with a Rupee-capital so as to enable Indians to 
purchase their shares. 

(2) . A proportion of the shares should be reserved for 
Indiats in order to give Indians partial control over the 
management. 

(3) A certain proportion of the Directors should be 
Indians, preferably chosen by Indian share-holders. This 
provision exists in almost all advanced countries including the 
■Ctn|ted Kingdom. 

(4) Foreign firms must take Indian apprentices for 
imparting Industrial training. The majority reports of the 
Fiscal Commiffiion and the External Eapital Committee suggest 
these restrictions only in the case of those foreign firms which > 

lecdvc any state-bounty or special concessions. The 
minority t*pnrtii however, support these restrictions in all cases 
nnd in lb doing that they have the backing of the entire n«h. 
blficial - <^ion in Indix The majority alsa expiw 
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apprehension that if these restrictions are made nniversalv 
■foreign capital might be scared away to the detriment of Indian 
interest. We do not, however, find any basis for such apprehen- 
sions. 

Foreign capital under the new constitution^ 

The genprally acropted Indian opinion that the so-called new cons- 
titution is moro an Act of policing than a oharter of freedom no 
where finds greater confirmation than in the notorious clauses under 
the heading of what is euphimistically callod “Safeguards" and 
“Commercial Discrimination " 

(1) Sections 118 to IIG of the Government of India Act 1935 lay 
down in minute details that any Indian legislation, whether federal or 
provincial, which imposes any restrictions either on the right of entry 
into British India or by way of discriminatory taxation against British 
objects or British Companies ; or \vhich denies to British Companies 
any facility by way of bounties, stores-purchase etc. which is conferred 
on Indian Companies, will be at once ultra vires, 

(2) In particular, British shipping, whether coastal or oceanic, 
must be given the same amount of pri\ilcges and rights which might 
bo conferred on Indian shipping in Indian Territorial waters. 

(8) Besides the above statutory prohibitions, the Instruments of 
Instructions to the Governor-General and the Governors give wide 
discretionary powers to them in the matter of assenting to bills, 
Miabling them to refuse their assent to any measure which, though not 
discriminatory in form, might have, in their judgment, a disorimi* 
natory effeOt. *' ' 

(4) In case of doubt, the Governor-General and the Governors 
are required to reserve the Bill for the signification of His Majesty’s 

^ pleasure. 

(5) Besides^ it is a special responsibility of the Governor-General 

and the Governors to protect British Companies against administrative 
discrimination and in the discharge of that e^ial respontibilitj^ 
they are to be guided entirely by their own indM^kuilfjuignmt * ^ 
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<(6) The above seotionet however, are subject tO‘*>the proviso that 
mo oompany incorporated in, and persons domicited in the ttnited* 
.Kingdom are tO receive any benefits from them unless the law in the 
•United Kin^om confers reciprocal benefits there on Oompanies 
incorpo];ated and persons domiciled in India, 

(7) It is further provided that the above sections will not affect 
the operations of any existing Indian law. 

(8) Finally, it is laid down that if after the establishment of the 
'Federation, a convention is entered into between His Majesty's Govern 
ment in the United Kingdom and the Federal Government in India^ by 
which reciprocal treatment is assured, His Majesty may by Orders-in 
•Council suspend the operations of these sections. 

(9) All the above provisions apply to both existing and future 

'British residents and Companies. From the above provisions against the 
so-called Commercial discrimination, it is clear that the British 
'Government have etatutorily abandoned the so-called Fiscal Autonomy» 
Convention which the British Parliament is supposed to have granted 
to India in 1917. '' 

The hopes cherished by patriotic Indians of fostering Indian 
industries and enter-prises, and specially of reviving Indian coastal 
shipping which has been systematically destroyed by preferential 
treatinent to British shipping in Indian Territorial waters in the past, 
have be,en ruthlessly dashed to the ground by the policy of open-door 
which in effect, has been established by the New Constitution in 
defiance of solemn pledges in the past. The face-saving provision of 
reciprocal treatment in the United Kingdom for Indian residents and 
Oompanies serves only to add insult to injury and deceives no one as ^ 
'regards the real motives of the British Parliament, as every body 
^knows that Indians who cannot utilise their opportunities in their own 
home can hardly dream of daring the British Lion in his own den, It is 
a pity that whtls highly advanced countries like Germany are governed ' 
by of aviarch^^ India should be statutorily made so 

festly vidhefable to the onslaughts of British Imperialistic penetM^* 
i^osii At a rime when the Indian new-fledgid and highly sensitive 
Nariomilism is ohnnouring to become the undisputed fnistvims Ittii 
Ker^o^ house. * 
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The Managinir Agency System 

No study of the problems of Industrial finance in India will 
be complete without a clear idea of the so-called Managing. 
Agency System with which Industrial development in In|ia has- 
been so far, except in regard to Joint Stock Banking, almost 
completely bound up. The Managing Agency Is a ^private' 
partnership of 3 or 4 members usually related to one another. 
The Cotton Industry of Bombay, Jute, Coal, Tea of Bengal and 
the Indian Sugar and Iron and Steel industry, all are managed 
by the Managing Agents. They are responsible for a large part of 
the Capital, both fixed and working. They purchase raw mate- 
rials, supervise the manufactures, sell the products and control 
the management in all spheres. When Banks require guarantee, 
the Managing Agents give the same. Thus, in many ways, the 
Managing Agents have rendered yeomen’s service to the- 
cause of Indian Industrial development. 

The Managing Agency System has, of late, come in for 
severe criticism. Before dwelling upon them we might, at 
first, point out some of the advantages of the system :• — 

Advantages of the System. 

(1) In the absence of wide-spread banking facility and of 
a large nnmber of industrial entrepreneurs, the system was the 
only possible instrument for beginning the Industrialisation of 
India 

(2) Again financially individual concerns have been better 
able to withstand depression or overcome the initial difficulties- 
of every new actiidty, because of the financial standing the 
Managing Agents. 

(3) The Managing Agents have realised some of the 
economies of vertical combinations because of their contioli 

' ‘t. 

over a number of allied trades and industries. ,, 
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(4) Lastly, they have also attempted to secure uniformity 
of dividend in the various concerns they control. 

Defects of the Managing Agency System. 

The system, however, has lent itself to the following abuses : — ■ 

(1) The ownership of the Agency, at least so far as the 
Indian type is concerned, is entirely governed by the hereditary 
principle, so that the management often passes into incompetent 
hands. In this respect, the European Managing Agency System 
is decidedly better. Under it the original founders 
have their family represente, d on the firm from period to period 
but there is always an outside element brought into the business 
which brings with it not only some capital and industrial 
experience, but some technical knowledge as well. Recruit- 
ment takes place generally from the firm’s senior assistants.. 
Such an arrangement retains the best features of the lureditary 
system and the selective system. 

(2) Thus, because of its very constitution, the Indian 

managing system has been financial rather than industrial. 
There has been a lamentable Lack of technical knowledge 
on the part of the Agents. , 

(3) Again, Indian managing firms lacked continuity, 
as the powers of assigning the rights of Agency firms vested 
with manning agents were exercised without any reference to 
the desire or the feeling of the share-holders or the interest of 
Industrial Companies. 

(4) Again, while the Manning Agents themselves may 
be efficient, they have benefited themselves rather than the 
company. They have been charged with taking secret com- 
mhsions in ^ course of their buying and selling transactions 
undertaken on behalf of die -firms. 

. (5) Again there is little division crif Ishour widiiit die 
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Agency organisations and the control exercised by die Agents 
in the details of the business is admittedly very slack and 
unsatisfactory. 

(6) The Managing Agents have not always been business- 
like in their methods, as the losses in one concern have been 
covered by profits in another. 

(7) Their policy of declaring high dividends in times of 
prosperity, without making adequate provisions for res^e- 
funds, is also largely responsible for the vulnerability of 
of Indian concerns in times of depression. 

(8) Further, the Managing Agents have not sometimes 
hesitated to utilise the profits of businesses for their own 
private expenditure. 

(9) The Managing Agents have seldom attempted to 

rationalize their businesses. The present system of labour 
recruitment in the Bombay Cotton Mill Industry is highly 
defective, based as it is on the Sardar System. There is 
almost a complete absence of record-keeping. Nor a little of 
the troubles of the cotton Mill Influstry is due to labour 
difficulties which the Managing Agents never tried to solve. 
Again Managing Agents have never tried to eliminate waste 
specially in the matter of coal consumption. Thae is no 
provision for keeping adequate information and accurate data. 
Marketing and industrial research has been almost completely 
neglected, though, of late, some start has been made in this 
direction. The unhappy state of Indianrowned Collides is 
largely due to the absence of amalgamation which mi|^ have 
proved to be a great boon. . 

As Dr LokaBthaiS, has observed, the oid^udiknied type d 
. men who have made sOme money in trade and >*wi 

gaineid sone ktioide^ of hiditttrf by e)oA|fyeiI ffibthods of 
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management, are definitely an anachronism under modem 
■conditions. 

(10) Lastly, the remuneration of the Managing Agents, 
having r^ard to their incompetence, must also be regarded as 
excessive. So far, their remuneration has taken the following 
forms : 

(a) A certain fixed annual sum is paid for their head 
office expenses. 

(b) A minimum commission is paid tinder all circums- 
tances. 

(c) They also receive a commission either on production 
or on sale or on gross profits. 

(11) An incidental result of the system has been the 
reduction to almost superfluity of the Boards of Directors 
required by law for various firms. Where so much depends upon 
Managing Agents themselves, the duties of the remaining 
Directors have inevitably been merely to satisfy the legal 
requirements. The same set of ‘‘friends” has been nominated 
for all the companies under the Managing Agency firm, and 
has played a strictly gramophone role. 

Such, then, are the principal merits and demerits of the Managing 
Agency system. ' • 

The ayatem as modified by the Companies (Amendment) Act 

of 1916. 

Some of the more glaring defects of the system have, of course, been 
sougtht to be remedied by the recent Indian Companies (Amendment) 
Aet of 1^. 

(1) ^1^ Aot limits Mie term of office of a managing agent-to twenty 
yean at i time, r^riots transfer of his office, provides for his removal 
fOrfnMid or breach of trust, ftesoribes as his rennmeratioU a certain, 
penentage of Mie net profits besides a minimum payment' in the case of 
afaeamoriBadequacy of i^xffits and mi office idlpwance tobefMhk^ 
:ixi,ti»e.a|iMeiif|sntof8wi>agcinent. \ 
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(2) Again no Company shall make to a Managing Agent of the 
Company any loan out of moneys of the Company or guarantee any 
loan made to a Managing Agent, though the Managing Agent may have 
a current account credit within limits previously approved by the 
Board of Directors. 

(fi) Moreover, except with the consent of three-fourths of the 
directors, present and entitled to vote on the resolution, a Managing 
Agent shall not enter into any contract for the sale, purchase or supply 
of goods and materials with the Company. 

(4) No Company, incorporated under the Amendment Act, which 
is under the management of a managing agent or agents shall make any 
loan to, or guarantee any loan made to any Company under manage- 
ment by the same managing agent ; and no Company shall do the same 
after the expiry of ?iix months from the commencement of the Act 
except in certain circumstances. 

(6) A managing agent shall not exercise in respect of' any Company 
of which ho is a managing agent, a power to issue debentures or, except 
with the authority of the directors, a power to invest the funds of the 
Company . 

(6) A managing agent shall not, on his own account, engage in any 
business which is of the same nature as and directly competes with 
the business carried on by a Company under bis management. 

(7) A managing agent, whose oflice is terminated, shall, upon 
such termination, be entitled to a charge upon the assets of the 
company by way of indemnity for all liabilitie.s or obligations properly 
incurred by the managing agent on behalf of the Company. 

(8) If a Company is wound up either by the Court or voluntarily, 
any contract of management made with a managing agent shall be 
thereupon determined without prejudice, however, to the right of the 
managing agent to recover any moneys recoverable by the managing 
agent from the Company, provided, in the hndings of the Courts the 
winding up is not due to the negligence or default of the |DAXiaging 
agent himself. 

(9) The directors, if any, appointed by the managing Agent, idiaH 
not exceed in number one-third of the -whole number of directors. 
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(IQ) Finally, we might mention that for the first time in Company 
law, a statutory definition has been conferred on the term Managing 
Agent. '‘Managing Agent means a person, firm or Company entitled, 
to the management of the whole affairs of a Company by virtue of an 
agreement with the Company, and is under the control and direction 
of the directors except to the extent (if any) otliei wise provided for in 
the agreement and includes any person, firm or Company occupying 
such position by whatever name called.” 

Criticisms of the Amendment Act. 

Such then are the main provisions of the now Amendment Act 
and they arc mainly aimed at Managing Agents. In many respects 
the new Company law will remove many of the glaring abuses which 
have crept into the Managing Agency system. Nevertheless, it has 
the following principal defects : — 

(1) The 20 year’s term of tenure, though gtncrally desirable, is 
certainly un-necessary for well-established industries which can thrive 
without the driving force of Managing agents whose energies 
could be diverted to more fruitful channels and to the growth of new 
industries. 

(2) Again, under the new law, the Managing Agent is removable, 
within the term of his appointment, only if he is convicted of an 
unbailable offence in relation to the affairs of the Company, under the 
Indian Penal Code. There is absolutely no reason why a person guilty 
of fraud, whether arising out of the affairs of the Company or not, 
should not bo removable from his office if he forfeits the confidence of 
share-holders. 

* 

(8) Again the section by which Blanaging Agenciot^ arc terminated 
automatically at the end of 20 years may not really be in the interests 
of the share-holders themselves, as the Company is saddled with a 
liability for compensation whose nature and extent can probably be 
ascertained only after fighting a suit. In addition, the probable effect 
of the section will be to deprive the Company of financial assistance 
from the Managing Agent, which it otherwise might have had, for a. 
long period before the termination of the Ageiicy, 



252 


INDIAN ECONOMICS 


Conclusion. 

Such then is the new position of the Managing Agents 
under the Canipany law. Before we conclude, we might say 
a word about the future of the Managing Agency system. The 
European branch of the Managing Agency system will no 
doubt continue to exist for a considerable period both on 
account of the dearth of European entrepreneurs in India and 
also because it is based both on hereditary and selective 
principles. The future of the Indian type, however, is doubtful. 
The Company law has tried to do its best to protect the interest 
of share-holders who in the past have been cheated by the 
Managing Agents. But the real solution will come when 
Indian business will be bold enough to strike out an indepen- 
dent path of its own without coming within the vortex of a 
limited group of Managing Agents. 

THE FISCAL POLICY OF INDIA. 

A Historical Survey. 

The policy of British India in the days of the Company was 
governed by the old ideas of colonial exploitation. While the exports 
of Indian Cottage products were penalised by high British import 
duties, or altogether prohibited, British imports into India were 
admitted practically duty-free. Britain wanted to make India the 
.source of her raw materials and the market for her manufactured 
goods, and this policy was successfully pursued both in India and in 
Oreat Britain. Discrimination was made not only against non- 
British goods, but also against non-British shipping. Thus there were 
practically /oMr rofes of import duty :—(l) one rate for British goods 
>oarried in British ships. (2) Another rate for British, ^oods esrried 
in non-British ships. (S) A third ra^e for gS6ds easrried 

in British ships. (4) A fourth rate for nourBrftish goodsoarried in 
non-British ships. 

Besides differentiid import duties, thefts were ifos eleo a number 
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of inland transit duties, a heritage of the previous Moslem adminis- 
tration, which also gcealty hampered internal trade and production. 

It was in the forties of the last century that some beneficent 
changes were introduced in India’s Fiscal system. In 1844 the inland 
duties were abolished, while in 184S the policy of penalising noh- 
British shipping was withdrawn. Liberalism scored another triumph 
in 1859 when British and non-British goods came to be treated on 
exactly the same footing. 

After 1860, in India as in Great Britain, free trade ideas 
gradually gathered strength. Mr. James Wilson, the first Finance 
Member of India, reputed'as a free trader, aimed at a uniform import 
tarifi rate of 10 per cent, ad valorem in 1860. Gradually, even this 
moderate rate was reduced so that in 1867 a large number of articles 
was added te the free list, while in 1875, all export duties were 
abolished except those on indigo, rice, and lac. 

Meanwhile the Manchester Chamber of Commerce was growing 
impatient at the retention of the import duty on Cotton piece-goods. 
Lord Salisbury, the then Secretary of state for India, brought pressure 
on Lord North-brook, the then Viceroy of India, to remove the cotton 
duties. The latter, however, remained firm as the abolition would cost 
India £300,000 which India was not in a position to do without. A 
bitter struggle went on between White-hall and Calcutta (the then 
Capital of India) loading to the ultimate resignation of Lord 
North-brook. 

••The next Viceroy, Lord Lytton, came w^th the avowed 
determination to placate Lancashire, though he had to wait 
till 1882 when not only duties on cotton but also all other 
import duties widi one or two minor exceptions were abolished. 

From 1882 td 189+ India was practically a free trade 
country. In 1894, however, the Government was forced to 
impose many import -duties for revenue purposes as it had 
sustained Ih^vy losses on ^ount of the depreciation- of silver^. 
At fintt, tiottbu was 'exempf^'atsii sop to Lancashire, but, later 
on, it was found impassible: to do wHfaot cotton duttw. At the . 
npose time, hosrover, the Govininmisnt imiKMed a eoatiter^Utig! 
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cotton excise duty in order to silence Lancashire’s opposition. 
This last action of the Government set the whole heather 
on fire, and became a standing political grievance in India. 
Hence forward, a close alliance gradually developed between 
Indian political aspirations and India’s Cotton Industry. 

In 1899 a counter-vailing Sugar Duties Act was passed, 
empowering the Government to impose a special duty on 
bounty-fed sugar equal to the amount of the duty. This duty 
was withdrawn in 1932 in the cases of the countries which 
were signatory to the Brussels Sugar convention, and in 1912 
it was finally dropped. 

The Great war proved to be another great land-mark in 
India’s tariff history The extra-ordinary expenditure during 
the war compelled the Government to impose higher duties 
on various commodities, luxury goods being taxed at the 
highest rate. The war also witnessed the birth of two new 
export duties, known as “war babies’’, namely the duty on 
Jute and the duty on hides and skins. The latter duty has 
betn repealed during the course of 1934 and 1935. Lastly, the 
war was responsible for making customs revenue the most 
important source of revenue to the state. 

The high customs duties during the war as well as the 
-cutting off of foreign imports, helped to bring into existence 
a large number of nascent industries or a great expansion in 
some of the old industries. When the war stimulus was over, 
however, the need for artificial protection to some of these 
industries became manifestly clear to everyone. Accordingly 
the Indian fiscal Commission was appointed to examine 
fully the whole question df Protection and Imperial 
Preference, as far as it concerned India. The Commission, 
recommended a policy of Discriminating Protection lor India 
which has since been adopted by the Government We shidl 
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now discuss at length the whole question of Protection and the 
main arguments for and against the policy of protection for 
India in the light of the Commission’s reasonings. 


The Main Case for Protection. 

The classical Theory of Free trade can be summed up in 
two main propositions : (1) First, the labour and capital of 
a particular country, if they are allowed to move along their 
natural channels without any artificial help or hindrance, will 
How into those industries in which the countrys enjoy the 
greatest natural advantages ; Secondly, the maximum wealth 
of a particular country and of the world as a whole, 
will be secured if every country specialises just in those branches 
of production where it has got the greatest natural advantages. 

As the Fical Commission has observed, the fundamental 
rationale of protectionism springs from just those limitations 
and qualifications which are inherent in the classical theory. 

(1) In the first place, as Pigou has observed, the commo- 
dities which a country can produce most easily are not nece- 
ssarily identical with those in which it has the greatest natural 
advantanges For, natural advantages require for their 
development both time and exercise. This is the 
famous Infant Industries argument, first advocoted by Alenander 
Hamilton and subsequently popularised by Fredric List in his 
National System of Political Economy. We quote below the 
■classical statement of the theory as given by J. S. Mill 
“The only case in which, on mere principles of Political 
Economy, protective duties can be defensible, is where, they 
■m imposed temporarily tospecially in a young and rising 
nation) iin hopes of naturalising a foreign industiy, in itself 
P«feotl9' suitable to the circwmstances of the country; The 
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superiority of one country over another in a iHanch of produc- 
tion arises only from having begun it sooner. There may he no- 
inherent advantage on one part, or disadvantage on the other, 
but only a present superiority of acquired skill and ex- 
perience. A country which has this skill and experience yet 
to acquire may in other respects be better adopted to their 

production than those which were earlier in the field A 

protecting duty, continued for a reasonable time, will sometimes 
be the least inconvenient mode in which the nation can tax 
itself for the support of such an experiment. But the protec- 
tion should be confined to cases in which there is a good 
ground of assurance that the industry which it fosters will after 
a time be able to dispense with it.” 

The Indian Fiscal Commission has rightly advanced the 
Infant Industry argument as the main justification and the theo- 
retical plank for protectionism in India. In the first place, India 
belongs just to that stage of industrial “culture” — the agri- 
cultural-manufacturing stage, in which protection, according 
to List, can be the best instrument for national reconstruction. 
Secondly, India, though a very old country, is, in an industrial 
sense, quite a young and rising country. She has vast natural 
resources, a large home market, and a large potential supply 
of labour. Thirdly, the comparative industrial inefficiency of 
India may be due not to any inherent natural causes, but to the 
fact that India came very late on the industrial field. 

(2) Another argument for protection advanced by the' 
Fiscal Commission is the Diversified industry argument The 
overwhelming preponderance of agriculture in India has made 
the people extremely conservative and immobile. Even^iffree 
trade were best calculated to maximise tbe wealth of the -{leopl'e,' 
protection is ' necessary to secttre im ^-rotind develo^ih^'df 
the natienal character, at the expense, if ' trecesshryi 
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of its opulence. As List has observed, the power of producing 
wealth is more important than wealth itself. 

(3) Thirdly^ the Commission advocated the defencB 
argument. The country must develop its military industries 
with the help of protection for the sake of national defence. 

(4) Lastly^ the Commission mentioned the Basic Industry ' 
argument. Basic industries like Iron and steel etc. must be 
rapidly developed with the help of protection in order to make 
India industrially self-sufficient. 

Besides the above main arguments, the Commission also 
referred to the wage-arguments and placed some unnecessary 
stress on the so-called Revenue-argument. In the opinion of 
the Commission, protection will enable industrialists to pay 
higher wages to labour and thereby benefit labourers. This 
argument, however^ is rather weak inasmuch as labourers cjin 
ultimately increase their wages only by increasing their efficien- 
cy. As regards the Revenue argument, it has been said that the 
large number of protective duties will incidentally serve to 
enhance income from customs duties. This theory, however, 
is inherently unsound inasmuch as consideiations of 
protection and revenue are rather conflicting. The revenue 
ideal is that imports should be as large as possible* in order to 
bring increased income to the state ; while the protectionist 
ideal is that imports should be as small as possible in the 
interests of domestic producers. 

^ Though theoretically there is a clear case for protection in 
a country like India, the Commission was not unaware of the. 
costs and dangers of protectioriism. 

againit Pratactian^ 

.( 1 ) Ip th first great burden 

on inasn^Uch/as it '^'imposedl it is 

17 ' ■ ’ . ' 
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to get rid of it. The infant continues to be an infant always ; 
nay, it Ixxomes more and more an infant demanding increas- 
ingly higher protection. I he argument has great force 
especially in a poor country like India. 

(2) Secondly — it is a notorious fact that Tariffs breed vested 
interests and thereby try to prevent measures calculated to 
maximise general welfare. 

Thirdly—^ tariff in the long run acts as a premium upon 
inefficiency as in the case of the Indian cotton mill industry. 

Fourthly — the tariff, if not the mother, is generally the foster 
mother of all trusts, as has been illustrated from American 
experience : and a gigantic trust, once it has come into 
existence, will perpetuate itself by corrupting the legislatures, by 
influencing the Press and tne Railway authorities and by 
means of various unfair clubbing devices. 

—tariffs have exercised a predominantly regressive 
influence on the tax system as a whole by taxing necessaries and 
raw materials of industries, and has also brought about a 
redistribution of the National Dividend in the direction of 
greater inequalities of income among the different economic 
and social groups in the country. 

Sixthly — tariffs while helping the Basic Industry has 
actually prevented the development of more developed national 
industries which have to import machineries, plants etc. at a 
greater cost. 

And finally— ’\nA\ 2 L shares with the world the resporisibilitj? 
for progressive dwindling of international trade which has not 
only affected the economic prosperity of the world as a whole, 
but also has bred a great deal of mutual discords and antago- 
nisms which again are largely responsible for "the {{ditieal 
tension of the contemporary world. 

The friends and critics of Protection.have employed many 
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^tber subsidiary arguments to strengthen their own case* For our 
present purposes, however, the above reasonings are quite 
adequate and to us, on balance, the protectionist case seems to 
be much stronger, though as Dr. H, L. Dey has rightly pointed 
out in his Tari^ Problems of Indiu, the protectionist aim could 
be much better fulfilled by the Bounty method than by the 
p^ailing method of Protective import duties. 

Policy of Discriminating Protection* 

The Fiscal Commission advocated a policy of Discriminat- 
ing Protection for India which has been since adopted by the 
Government. Discriminating Protection, as Sir Jehangir 
Goyajee has pointed out in his ‘Fiscal Problem of Ii^dia,’ is 
bound and governed by the principles of comparative cosfs. 

First — It means protection not to any and every industry 
but only to those industries which can legitimately be expected 
to derive genuine benefits from Protection. 

Secondly^ Discriminating Protection confers just that rate 
of protective duty which wall serve to equalize the domestic 
and the foreign costs of production. The rate of duty is to be 
progressively scaled down with the gradual development of the 
domestic industry. 

(3) And finally^ it means that the rate of duty 
nm§t be limited in duration. Protection must l)e tempo- 
rary in order to be scientific, or it ceases to be scientific at all. 

\ "^Tius as Sir J. C. Coyajee has pointed out, the formula of 
^ismmiaating protection has broken through all the old 
familiar jargons and shibboleths, and bit the nail on the li^t 
head, s, 

conditions for tbe srant of protection. 

' *n)e ^»cal ^omnfission laid down the 
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conditions which must be fulfilled by an induslxy before it can- 
bc entitled to protection : 

(1) The Industry must be one which must have great 
natural resources. 

(2) It must be one which either could not develop at all 
without protection, or could develop only very slowly which is 
against the national interests. 

(3) It must be ultimately able to do without protection and 
to withstand world competition. 

To examine the claims of difierent industries the Commission 
recommended the setting up of a Tariff Board consisting of 
eminent experts whose intelligence and honesty arc alcove 
question. The personnel of the Tariff Board, however, at 
present, has not inspired the necessary amount of public 
confidence. 

Protective duty versus Bounty- 

Protection can be granted to an industry not only by 
imposing an import duty but also by conferring bounties. 
Thoi^h the latter method directly involves much costs, it has 
got the following advantages over its rival. 

(IJ Since its burdens and benefits are both definite and 
direct, the administration of a bounty system is calculated to be 
more careful and rational. * 

(2) It does not involve any inequitable distribution of the 
burden of protection among the different income groups. 

(3) Since the cost of a bounty system is a definite and 
ascertained sum, it easily lends itself to being administered from 
the point of view of a wise distribution of the a{K[f^[ate avail* 
able funds amoi^ (he- different altematire lines of - national 
development 
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(4) WhilQ a system of protective duti^i like monetary 
inflation, produces a comprehensive and all-embracing series of 
changes in the economic relations among the several producing 
and consuming groups within the community, and thus 
introduces, in course of time, far-reaching alterations in the 
structure of the ‘economic system, a bounty system does not 
give rise to such serious consequences. 

Drift towards Imperial Preference* 

The term, Imperial Preference, means that commodities, 
imported from Empire countries will be more favourably 
treated, as far as import duties are concerned, than commodities 
imported from foreign countries. The purpose of this preferen- 
tial scheme is ^rst to make the Empire as much as possible 
economically self -sufficient and second/yf to bind together the 
different parts of the Empire in close economic ties. 

Before we proceed to review Incia’s position vis-a-vis 
Imperial Preference, it is well to point out some of the chief 
implications of the Preferential scheme. 

Preference and Protection compared. 

(1) In tht tirst placet Preference and Protection go together. 
In a Free trade regime, there^s no room for giving preference 
to commodities of any particular origin. This is the reason why- 
Briuun could not grant any Imperial preference before she 
adopted the protectionist policy, although the selffoveming 
colonies made their first gesture of good>will as early as. 1897. 

{2) Semdfy, and in another sense, Preference and Ptoj^ 
tidh «td ija^. considerations. Thie purpose of 

piOt<sctiatt‘ to 'Aevdop ^domestic Mnsifia, at 'the 'mtpense of 
docqc^^edieiciinets, ti^ ‘i^stricting Forngn iipporits as aiudi 
as {^lence is to develop- htperM^ 
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Industries as much as possible, by discriminating against foreign- 
countries in favour of the Empire countries, 

(3) Thirdly^ the Government stands to lose^ as far as. 
customs revenue is concerned, in the same way in both the 
cases. In the case of protection, as prices are determined by 
the foreign costs of production plus the protective duty, the 
difference between domestic costs and prices goes into the 
pocket of the domestic producer. Similarly, under Imperial 
preference, the difference between the higher rate for 
foreigners and the lower rate for Empire producers is appro- 
priated by the latter at the Governmtmt’s expense. 

(4) Lastly, as Imperial preference does not deny the pri- 
mary claims of the domestic industries to protection, it gene- 
rally results in the imposition of higher duties on foreign 
products, and not of lowered duties on Empire products, the 
pre existing general level of duties being regarded as essential 
in the interests of protection. Thus tariff walls are raised up, 
the volume of international trade shrinks up, and the relations 
between the Empire countries and the foreign countries become 
strained. Thus Imperial Preference might generate Empirct§ood- 
will at the expense of Inter-national good-will. There ate 
some countries which even regard Imperial preference as a 
breach of the most favoured Nation clause of commercial 

. treaties, 

India and imperial preference. 

With the above preliminary observations on the fundamen- 
tal nature and essential implications of Imperial Preference, we 
proceed to discuss in general terms only the appliical»l|ty of th^: 
doctrine in the special case^of India. 

To begin with, as early as imthe days 
India was compelled by her foreign .nalera to. grant 
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degree of preference both to British goods and to British 
shipping. Nobody, of course, can call it Imperial Preference, 
as the essence of preferential treatment is its purely voluntary 
nature. In recent times even before the Ottawa Agreement, the 
Government of India introduced Imperial preference in India 
through the back-door while granting protection to the Indian 
Iron and Steel, and Cotton industries. Similarly, the Ottawa 
Agreement was negotiated on behalf of India by representatives 
who did not command the confidence either of the general 
public or of the mercantile classes in India, and it was subse- 
quently ratified by a ‘packed’ Assembly. Among the first tri- 
umphs of the Congress Party in the present Indian Legislative 
Assembly, has been the denunciation of the Ottawa Agreement, 
though the government is still continuing its operation by exe- 
cutive action pending the conclusion of a new Agreement. 

Indian objections to Imperial Preference. 

The great majority of Indian public men have condemned 
Imperial preference on both political and economic grounds. 

(1) Politically, it has been said, India can not feel for the 
British Empire in the same way as the other self governing 
Dominions for the following reasons : ' 

(a) The Dominions have been granted the substance of 
independence, but India is still dependent upon Great Britain 
in practically all vital matters. A slave can not naturally be 
expected to entertain very friendly feelings towards her master. 
Co-operation to be genuine, presupposes equality of status on 
the part of both the co-operating parties. As India's political 
status k so manifestly inferior to that of the other members of. 
the' British Commonwealth of Nations, India can not be . a 
willing partner to any scheme of Imperial Co-operation. 

' (2). Secemdlpf while the Britirii Dominions are bound ttl- 
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Great Britain by many racial and cultural ties, India has no 
such links. The necessary emotional back-ground for joining 
in any scheme of economic co-operation is thus absent in the 
case of India. On the contrary, the anti-Indian legislations of 
some of the British Dominions have greatly served to embitter 
Indian’s relations with them. 

(3) Thirdly^ and this is the most vital point, Imperial 
preference does not, on a critical examination, seem to be sound 
business proposition for India. Broadly speaking, India is an 
exporter of food-stuffs and raw materials, and an importer of 
manufactered goods. The natural course of India’s foreign 
trade since the war has been marked by a drift from the Empire 
to non-Empire countries. Imperial preference, in as much it 
involves an artificial alteration of the natural course, can not 
obviously be in India’s best interests. It is rather a device to 
help British manufacturers who are being ousted from neutral 
markets for their relative inefficiency. (For a detailed critical 
account of the Ottawa Agreement see the chapter on India’s 
Foreign Trade.) 

0>nclutions. 

From the above analysis, it is clear that India’s present 
Fiscal Policy is somewhat anomalous. On the one hand, we 
are supposed to enjoy complete Fiscal autonomy which the 
British Parliament conferred on us in 1917. On the other hand, 
we find that the path of our freedom has been strewn with 
many barriers and pitfalls. The policy of discriminating 
protection which India has adopted on the recommendations, 
the Indian Fiscal.Commission has not always teenopried p^^ 
in practice. The members of the Tariff Board hare jeniefally 
been rather safe men,-"Safe, that is, from British point of’ , 
viewr-^and Indian business opinion seems to , > incline to the 
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view that the authorities have been rather indiscriminate in 
refusing proper aid to many a deserving Indian industry. 

Above all, the introduction of Imperial picfcrence into 
India’s Fiscal System at first by under-hand and surreptitious 
methods, and subsequently in an open manner has dangerously 
complicated India’s Fiscal System. There* is a real danger that 
the true interests of Indian tndastries may be sat rificed in 
British Imperial interests. The clauses of the Ntw constitution, 
which have been euphemistically described as provisions 
against Commercial Discrimination, lend further authoritative 
countenance to the general suspicion that the so-c ailed Fiscal 
Autonomy Convention of India is no more than an empty 
phrase, a meaningless jargon in diplomatic parlance, which has 
been invented to serve as an eye-wash to foreigners as well as 
the general public of India. 



CHAPTER XIY. 

INDUSTRIES ( Continued ) 

I. THE IRON AND STEEL INDUSTRY 
"^The history of the Industry. 

The earliest beginnings in this industry were made when the 
Barakar Iron works and the Bengal Iron and Steel Co. were 
started in 1874 and 1889. The annual production at the begin- 
ning of the present century was about 35 thousand tons. The next 
great land-mark in the history of this industry is associated with 
the name of Mr. J. N. Tata. Realising the possibililies of a 
large-scale Iron Industry in India in the Singbhum district, 
Mr. Tata in 1902 undertook an extensive tour in the Iron-districts 
of Great Britain and U.S.A., and finally secured the services of 
a firm of Consulting and Mining Engineers, At this stage Mr. 
Tata retired and his successors carried on his work. In 1907 the 
Company was established at Sakchi, Between 1908 — 10 the 
Jungle village was developed into a highly industrialised city 
renamed Jamshedpur. Pig Iron was first produced in 191 1 and 
steel in 1913. The Great war came as a great boon to this 
infant Company, when it helped the Government by providing 
large quantities of rails and slippers for military Railway in 
Mesopotemia, Palestine and East Africa. The success of the 
Tata enterprise encouraged the flotation of some new 
Companies, such as the Indian Iron and steel company foiinded. 
by Messrs Burn & Co, in 1902 at Asansol ; the United ?teel 
Corporation of Asia started in 1921 by Messrs. Co. 

at Manohorpur, the Eastern Iron Company and the Mj^pre 
state Iron Works started at Bhadhorbatty. The tnarvellodi 
expansion of the Industry can be easily understood from St 
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Study of the figures of production and imports. Whereas at the 
beginning of the century the total production of pig Iron was 
only 35 thousand tons, in 1914 it was 162282 tons, in 1929 it 
was 1.376000 tons. The quality of the pig iron is not a whit 
inferior to that of the best continental product. 

The production of steel advanced from 139433 tons in 
1916-17 to 2599565 tons in 1927-28, and that of finished steel 
from 98726 to 428654 tons during the same period. 


Inspite of her increase in production, India is still depen- 
dent to a largo extent upon foreign iron and steel. In 1929-30 
^hj>tdfal amount of imports was valued at Rs. 17.16 crores. 


Protection to the iron and Steel industry. 


With the adoption by the Government of India of the 
policy of discriminating protectioiUn 1,923 the Tata Steel and 
Iron Company '^applied for protection to the Tariff Board. 


From the very beginning, the Indian Steel Industry has 
been veritably the prize-boy of the Government and Legislature, 
There are several reasons for this unique position. First, being 
the g reatest aingle mod ern Factory in Indi g^ it is a National 
pride and asset Secondly rit is a military indust ry and its 
military usefulness was sufficiently demonstrated during the 
war. Thirdly, it is an infant industry with great natural 
advantages by way of raw materials, power resources, home 
m«ket etc. And lastly, i t is a basic industry upon the 
progress of which largely depends the future industrialisa- 
tioit of India. Thus, the industry satisfied all the tests, and 
ao^dihgly the Tariff Board rocommended protection. 


A 


Th« StaMl proteetibn Act 1924. 

The fintr steel protecticn BUI was passed in 1924 iW 



268 


INDIAN FGONOMICS 


duties on steel bars were fixed at Rs. 40 | per tons and on sheets 
at Rs. j O per ton, 

For 3 years bounties were given at diminishing rates on 
steel rails and fish-plates. 

The Engineering industry was protected by higher duties 
on imported fabricated steel. The wagon industry wps also 
protected by a grant of bounties for 5 years. The tinplate 
industry was protected by a specific import duty of Rs. 60 per 
ton. Certain classes of steel wire and wire nails were protected" 
by specific duties of Rs 60 per ton. 

Owing to the fall in the prict of continental steel, a further 
bounty was granted in 1925. In 1926-27 another Tariff Board 
was set up to examine the case of the steel industry for the 
continuation of protection. 

The Steel protection Act of 1927. 

- - - ■ 

The Tariff Board submitted its first report in 1926, and 
recommended the continuance of protection on certain lines 
for a further period of 7 years. Accordingly, a Bill was passed 
in 1927. It imposed different rates on certain iron and steel 
articles with a basic duty on articles of British manufacture and 
.in additional duty on articles of non-British origin. This clever 
introduction of the principle of Imperial preference, raised much 
hue and cry in the Legislative Assembly. On the submission 
of the second report by the Tariff Board in 1927 the steel 
industry protection Act of 1928 was passed. As regards wagons 
' and under-frames, the previous bounty scheme wasdiscondnned. 
A revenue duty of i0% maintained and the jSovom- 
ment undertook to place all orders in IndiA, As steel 

bolts and nuts a specific doty of Rs. 2 per art, was imposed in 
place of the existing advaJmm doty 10^. 

Protection to wire and wire nails was flliscontintted though 
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it was revived by ' the Wire and' Wire-ncdl Industry 
Protection Act 6^ 1932. 

The Ottawa Agreement of 1933, necessitated some cbang^ 
in the Tariff arrangement though, as regards Iron and Steel ' 
goods, the preference extended only to those commodities 
which Were not subject to the protective duties. 

The Steel Protection Act of 1934* 

* The publication of the Tariff Report which preceded the 
passing of the Steel Protection Act of 1934 confounded many 
of the fears and prophecies that orthodox free traders had uttered 
ten years ago. It revealed the reduction in costs achieved by 
the Industry despite the strike of 1929 which alone accounted 
for a loss of 3% in annual profits over a period of six years. 
The profit had been 2% % per annum, and Rs. 400 lakhs had 
been set aside for depreciation Compared -^( 1 ^ 926 , fair 
selling prices were considerably reduced. The need for protec- 
tion was now confined entirely to competition from continental 
imports. The amount of protection recommended by -the 
Board on all the products manufactered by the steel industry 
averaged at 3' 5 p.c., on the assumption that the revenue duty 
on unprotected steel would be alnut 15 p.c. The Tariff Board 
liked to see internal competition and held that there was room' 
for another steel -works, and believed that the success of the 
Tata Company should encourage the establishment of another. 
There is a market for another 250,030 tons, and tlie': nftw 
company should' manufacture things not done the Tata 
jCompanyi . The Board recommended an agreemenjtriie):ween 
tbe'Ei^l^ Board tht; Indian ^i^l industtyjfer the 
Df ajillHiib at^ fi^-plaies'^ the fotmer. The Board, while ap^. ' 

Compahyfs. welfare 'ariaii^e^^, ct^red 'i^,- 
the*'s(!rio1ling mBIs, ohildri^l/ 
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the industry.” Following the recommendations of the Board, in 
1934 a fresh Iron and Steel Duties Act was passed. A consider- 
able reduction in the level of import duties in certain important 
cases has been made. On account of the reduction of customs 
revenue, an excise duty of Rs. 4 per ton has been imposed on 
the production of steel ingots in British India with a counter- 
vailing Customs duty in addition to the protective duties on 
imported steel ingots. The existing rate of protection is to 
last till the year 1941 by which time it is hoped the Indiap 
Iron and Steel industry will l>e able to stand on its own leg. 

II. THE INDIAN JUTE MILL INDUSTRY 

The history of the Industry. 

The first Jute mill was started at Rishra near Serampore in 
Bengal in 185j . For the first 30 years progress was slow, though 
there were brief periods of great prosperity. The total number 
of power-looms in 1881 was 5000. Since 1885 there has been 
a larger output of hessian cloth than of gunny bags. Between 
1877 and 1915 there has been a growth of 2400% in hessian 
looms compared to 430% in sacking looms. The Great War 
acted as a great stimulus to this Industry on account of the 
demand for sand-bags for the trenches and jute canvas cloths 
for various purposes ; At first and for many years, Dgadee 
was the iseplxe of the Jute Manufacturing Industry. The leader- 
ship, however, is now held by Calcutta in as much as about 2/3 
•of the raw Jute grown is now consumed by the Bengal mills. 

The peculiarity of the Jute Industry is that it i s hiehl})^ 
centralise d ; most of the Indian Jute Mills being situated near 
about Calcutta. Secondly and as distinguished from Indian 
Cotton Min Indtts&y, it largely represents 
manageme nt. Thirdlyj i t is the most hitiMv o.-ganisi^ indastf]^ 
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in India . Most of the Mill-owners are members of the Indian 
!jute Mills ^sociation which facilitates the adoption of 
concerted action as regards hours of work, adjustment of 
supply to demand etc., though of course there are some Mills 
generally under Indian control which refuse to be hound by the 
above regulations. 

The present position : the difficulties of the Industry. 

The great depression which started in. 1929 has greatly 
affScted the Jute industry in common with other industries of 
the world. The difficulties confronting the Industry are both 
internal and externa l. Externally, the demand for Jute 
manufactures has diminshed for varioas reasons : First, several 
substitutes, like the Russian flax and German hemp have come 
to be resorted to both on grounds of cheapness and of economic 
nationalism. Secondly , the demand for gunny bags for the carriage 
of agricultural goods has also diminished partly on acccount of 
t he dwindling of inter-national trade and partly because their use 
can be dispensed with as grains can be kept in elevators, or 
loaded on wagons or ships without any containers at all. 

Thirdly, Exchange difficulties, restrictive duties, quotas etc. 
have also alfected the foreign demand for Jute rpanufactures. 
Fourthly, there is a serious competition of foreign jute 
manufactu res. For example, many jute mills have recently sprung 
in Central and South-eastern Europe, and in Japan. These 
mills have more modern machinery than Bengal mills. They 
are hampered by no Restriction Scheme of their own, and they 
profit from the Indian Restriction scheme which tends to keep 
up the price of Calcutta’s manufactured exports thereby 
enatfling the foreigner to undersell Calcutta. On the other 
hand, the export tax is of little avail, as there is a competition 
among growers to sell in foreign markets. .> 
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As regards inUnial difficulties, the Jute Mills of Bengal have 
suffered a great deal from labour unrest as also from lack of 
concerted action between Association and Non-association Mills. 

Dr. Barker’s recommendation:;. 

Recently, the Indian Jute Mills Association invited 
Dr. S. G. Barker from the United Kingdom, for examining the 
scientific vind technical development of the Jute industries. 
Dr. Barker’s report is full of valuable suggestions to some of 
which we presently refer. 

Dr. Barker mentions that competitive materials have adopted 
scientific methods ()f cultivation, extraction and control in 
manufacture. Jute must also l>e able to do this by the establish- 
ment of an organisation to study ways and means of conferring 
upon either fibre or fabric characteristics which they do not 
possess in the ordinary natural condition. Jute calls not only 
for mechanical science but also for the exercise of physics, 
Chemistry, Mechanics. Bacteriology and micro-biology, for 
conducting research work. Dr. Barker suggests t he establishment 
ot a central laboratory in or near CalcutU. Extra-mural work 
may also be carried on, in certain aspects of fundamental issues 
of a specialised nature and for certain technical issues. He 
concludes that having regard to the four requirements of modern 
life-food, h ousing, c lothing a nd transport-Jute c an play a 
prominent part in the future in all of them and to a large extent 
in India. Dr. Barker also emphasises the necessity for jjegger 
marketing organisatio n both in India and abroad. For that 
purpose there should be an organization for the collection of 
statistics, general information and economics as well as the 
appointment of representatives in foreign countries. * ' 

The Indian Jute Mills Association is trying to give effect to- 
some of these recommendations. . ' • • v 
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IlL THE COTTON MILL INDUSTRY 
History of the Industry 

The first Cotton Mill in India was started at Calcutta in 
1818. The first Mill in Bombay was started i n 1^854, and 
since then Bombay became the home of the Cotton Mil l 
In^atiy. iPL4ndia. The early localisation of the Industry in 
Bombay was due not so much to natural causes but to some 
accidental factors like cheap credit, and facilities of transport 
and trade with China. From 1877 fresh Mills began to be 
started at Nagpur, Ahmedabad, and Sholapur which are 
situated in the very heart of the cotton producing areas. 
Since then Cotton Mills came to he established in different 
parts of India, though Bombay and Ahmedabad still continue 
to be the main centres of the Indian Cotton Mill Industry. 

There was a large export trade in cotton yarn till 1904 and 
1905, the Chinese market being responsible for 90% of the 
total Indian export. After 1905, however, the export trade 
rapidly declined partly on account of exchange difficulties 
following the closure of the Indian Mint to the free coinage of 
silver, partly due to the rise of the* spinning Industry in China 
itself and also partly due to shipping difficulties. The growth 
of the weaving Industry in India also restricted the available 
supply of cotton yarn for export. Since the war Japan has 
not only driven India out of the Chinese market but has also 
proved to be a very serious rival of the Indian spinning 
Industry in India itself. 

Before the war the Indian Cotton Industry had also to 
experience great hostilities from Lancashire. As early as 1877 
the Secr^ary bf State for India due to pressure from Lancashire 
wanted to abolish the revenue duties on the impprts 0f cotton 
into India. Th& duties were eboHshed a few years 

' 18 ' 
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later by Lord Lytton ostensibly on free^rade ground but really 
to placate Lancashire. Towards the close of the 19th century 
when Revenue consideratiots demanded the fresh imposition 
of cotton Import duties, the- Government just to please 
Lancashire also imposed a countervailing cotton excise duty. 
The deliberate subordination of Indian interests to those of 
Lancashire has been one of the major grievances on whic h 
Indian political discontent has bee n nourished and the c lose 
alliance sinc6 Tormed bet ween th e Cotton Milt-owners an d 
’lUti Ibildltig pdinicai party i n Iridia has played a larce nart in 
the subsequent growth of the Indian Cotton Mill Industry .’ 

The war and the post-war boom meant much prosperity for 
the Cotton Mill Industry, when Capital investments were practi- 
cally doubled, and dividends amounting sometimes to 40% of 
the paid-up capital were paid. The boom however, was short- 
lived and when the inevitable crash came, the Cotton Mills 
were faced with a great crisis. 

Ths difficulties of the Industry. 

The difficulties of the Cotton Mill Industry were partly 
internal and partly external. 

As regards internal causes, we might mention the 
following : 

(1) First, the unwise and short-sighted policy of declaring 
high dividends in the boom period rather than building up a 
large-reserve fund. 

-(2) Secondly , there was large over-capitalisation or stock- 
watering in order to conceal excessive dividends. 

(3) Thirdly, there was hardly any combination or amal> 
gamation for eliminating wasteful competition or ^inefficient 
production. 

(4) /’oNf/iVy, Bombay .Mill*<mneR did. little, ip. 
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prevent iBboor unrest or to rationalise the Cotton M9! 
Indu^. ' 

(5) Fifthly, no systematic attempt has been made by way 
of mailceting research. 

(6) Lastly, the Cotton Mill Industry suffered from all the 
weakness of the managing Agency system. 

, As regards external causes, the greatest prominence must be 
given to competition from Japan and Lancashire. As Lanca- 
shire specialises m the production of superior varieties of Colton 
piece-goods, the real competition lies with Japan. 

Protection to the Cotton Mill Industry. 

The first triumph of the Cotton Mill Industry was regis- 
tered when the Cotton excise duty was abolished in 1925 . The 
Government then, in accordance with its principle of discrimi- 
nating protection, set up a Tariff Board to examine the case 
for protection to the Cotton Mill Industry. The Tariff report 
■was presented in 1927. The members agreed that die main 
external cause of the depression was the severe competition of 
Japan in the yarn trade as well as in certain types of coarse 
and medium grey goods and that there was an element of un- 
fairness owing to the adoption hy Japan of the’ double-shift 
system rendered possible by her non-fulfilment of the Washing- 
ton Labour Convention both in regard to limitation of hours as 
well as the employment of women and children at night. 
Dtoughrfdl the members agreed In diagnosis, they differed in 
p^^periptions. The Indian members favoured a 4% duty on 
aU imports of Cotton piece goods. Regarding yam' they 
recommended a bounty of 1 anna per pound on yam of 32*5 
and bi ghft f counts as protection would hamper the hand-toopa 
industry. The President, however, wanted a protection o( 
4% yam and manitfactjire a^inst |apaa. 
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The Cotton Textile (Protection) Act of- 1927.' 

After some difficulties the Cotton textile Protection Dili'' 
was passed in 1927. It provided that - up to ^31st March 1930 
the duty on Cotton twist and Cotton yarn, irrespective of 
the country of origin, should be one a nd half annas per pound 
_or 5% ad valorem whichever wiis higher . The existing 
import duty on artificial silk yarn was reduc ed fro m 15 to 
7 %% irT^dcf to”give s^e relief to the hand-loom 'IrSStry. 
Lastly, the list of mill-store s to be exempted from duty was 
extended jn September, 1927. 

^ the depression in the Cotton Mill industry was not 
appreciably abated, the Government appointed Mr. G. Hardy 
to examine afresh the conditions of the Cotton industry. 
Mr. Hardy’s report confirmed the general allegation against 
Japanese competition in medium grades of grey and coloured 
goods ; it was also revealed that the united Kingdom had lost 
heavily both in grey and coloured goods of mediuin counts' to- 
Japan and India. In bleached goods and in finer grades of grey 
and coloured goods, the British trade was non-oompetitive. 

The Protection Act of 1930. 

Asf the result of these investigations the gotten Textil e 
Industry Protection Act wa s passed i n 1930^a s a measure of 
protection against Japan. It provided a general ad valorem 
tj jTty nf 15-5!j. In addition , it imposed a minimum duty of 
3^ annas per lb on plain grey goods. Lastly, specially protec- 
tive duty of 5% was imposed on non-British goodsT. ' The last 
item created a great public agitation in the country ' in as 
mdeh as it involved the virtual introduction of an Imperial! 
preference by the bade door. 

In 1931 addltiofuil protection was granted . td tfae Indian • 


Cotton Mill lodustry - sHiich brought the imptlrt ditty to-25 


ad valorem or 4! atnuts 


a" mtnn 
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■case of plain' grejr goods of British manufacture, a nd-3U%. on 
non-British goods (plain grey). 

In the case of other goods the duty was 25^ on British and 
31 non-British goods. The duty on imports of artificial 
SHK piece-g oods was increased to 40^ . 

, i 

The menece of Japanese dumping. 

’ As the protection imposed i»y the Act of 1930 was to 
expire on 31st March 1933, the Government appointed a 
•fresh Tariff Board in 1932. The depreciation in the value 
of the Japanese yen was responsible for a tremendous increase 
in the imports of Japanese cotton piece-goods. Accordingly, 
the Government raised the import duty on non-British cotton 
•goods to 50% advalorem with a minimum specific duty of 
5j annas per lb in the case of plain grey goods with effect 
from SOth August 1932. These rates were further increased 
to 75% advalorem and 6j annas per lb respectively with effect 
from 7th June 1933 as an anti-dumping measure. In 1934 
the Indian Tariff (textile protection) Amendment 'Act was 
passed implementing the recommendation of the Tariff Board, 
molded in the light of the New Indo-Japanese trade Agree- 
ment and th4 Mody-lees Pact. Th^ Act imposed bn plain grey 
cotton piece-goods ^50% advalorem import duties subject to a 
'^minimum of 5j annas per lb. The Act will last up to 31st 
'March 1939:^.,^ 

It should be remembered in this connection that Japan's 
extra-ordinary position in the Cotton Textile Industry can not 
Ml be attribute to depreciation and low wages of laboureies. 
'Much has been talked o( Japan's non-fulfilment of ' entaia ' 
irttetii^Anal labour " conventions. But conditions in Japan ' 
ihre ts^^ exactly idutt diey have been reported to be. • If't^ 

^ of fenate ' iabouim are oompaiMively hnY, i 
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Teal wages are quite good. As Mr. Orchard has pointed out 
in his recent treatise on the Economic Position of Japan, 
Japanese female workers have been provided with comfortable 
dormitories, free schooling for their children and* other 
amenities. The real explanation must be traced in the very 
high degree of rationalisation, brought about, partly by com* 
binations, both vertical and horizontal, and partly'!^ the use 
of the most up*to-date machineries and devices, in the 
Japanese Cotton Mill Industry. Japan plays in the 20tb 
Century the role which Lancashire played in the 19th, 

IV. THE INDIAN SUGAR INDUSTRY 
Hiatory of the Industy. 

The Sugar Mill Industry of India is of recent growth and 
is mainly confined to the United Piovinces and Bihar,' which 
might be regarded as the Sugar belt of huUa. The Industry 
was grant ed protection in 1932 at the rate of Rs. 7 »4 j)er cwt. 
in addition to a revenue duty >f 25%. Thanks to the protec- 
tion, the number of sugar factories increased very fast, from 
27 in 1929-30 to 44 in 1931-32, 72 in 1932*33, and 13$ in 
1933-34. Partly to check an unhealthy expansion of the 
industry, and partly to compensate for the loss of customs 
revenue consequent on the policy of protection, the Govern- 
ment imposed an excis e duty of Rs. 1-5 per cwt. on all factory- 
produced sugar in 1934-35 The excise duty is levied on 
Un sugars containing 90% or over of sucrose and manuIssAuied 
in factories using power and employing hot leas . thqn 
20 men. 

Production of sugar in India may be classified un^, three 
heads: (a) by modern factories wotkii^ with caaaj^[^‘by 
ihodem refineries walking with Gut; ai^,(c>*by 
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pan concerns which may be collei^vdy called Khm4aiaris, Of 
these three methods of sugar manufacture, it is only the first 
one that may properly be called the white sugar industry of 
India,* and it constitutes the most important section of the 
industry, both numerically as well as in respect of the quantity 
of sugar produce4. The gur refining industry as well as the 
Khandsari industry are well known to be extremely inefficient 
and wasteful. A reduction in their production should benefit 
the cane-factories not only by providing a larger market for 
their production, but also by raising the price-level for their 
second-grade sugars. 

Main Problema before the Industry. 

The difficulties of the Indian sugar iudustry are both internal 
and external. As regards internal difficul ties, the most import- 
ant factors are the low yield of sugar-cane per acr e in India, and 
the inferior guaitiy of our canes, w faereas the yield per acre 
is 48 tons in Java, and 54 tons in Hawaii, the corresponding 
figure for India is 16 tons only. Again, for a given weij^ht of 
canes crushed, the quantity of sugar extracted by the av erage 
lava factory is more than 30/^ greater than that obtained by thl* 
average Indian factory and this alone accounts for an increase 
of cost by 30%. Both these defects are due to climatic factors. 
Unless a better breed of sugar-cane is made available for India 
by the researches carried on by the Imperial cane-breeding 
station at Coimbatore, the Indian sugar industry will never be 
able to Vithstand foreign competition. Another problem is 
•ftkt qf «»uriog a reiplar and adequate supply of canes to 
..enable the sugar mills .to work to their full capacity. 

H -L. Dey si^gests twb alternative tolutions of ' ttos' 
ptbiiiem ) fint, the delimitation of die cane zone for each 
liMNwy tinder a system of licensing as in Java; and^secondly,' 
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the introduction of a system of leasii^ the cane areas to the 
sugar factories for the cane season. 

Lastly, since modern sugar manufacture is a highly 
technical affair, India can not afford to remain behind hand 
ns regards the engineering and the chemical aspects of the 
manufacture. In solving this problem, we , can derive many 
valuable suggestions from the brilliant examples of Java and 
Hawaii. 

As regjirds external difficulties, they relate primarily to the 
acute competition from Java, Cuba, and Hawaii and mainly 
from the first-named country. These countries are naturally 
adapted for producing the best kind of white sugar at the 
lowest cost. It is to be remembered that the efforts of many 
countries like the U. S. A., Australia and S. Africa to develop 
the sugar industry by means of protection have ultimately 
failed on account of natural disadvantages. 

Argument* for and against Protection. 

The case for protection to the Indian sugar industry has 
^been made out on the following grounds : 

(1) It wilt maintain, if not extend, the area under sugar- 
cane in India. 

(2) It will improve the economic position of the ryot by 
creating a large home market for his cane and by raising its 
price. 

(3) It will give industrial employment to the ryof in the 
slack season, as the sugar factory will be situated m.tbe 
cane area. 

. (4) The tops and leaves- of sugar-cane are good for fodder^ 

(5) And,. I^tly,. the Govanment’s land-ieveiute will 
increase with the increased productivity of tte ftoil, ■ 



^THB INDIAN WGAR IND^USTRY .'281 

Dr. H; L. Dey hag criticized this protectionist ; policy 
mainly on the following grounds : 

(1) Sugar is just one of the many staples in India like 
cotton, jute etc. though somewhat more lucrative. There is 
no reason why it should be selected for a special treatment. 

(2) Sugar is not the only crop capable of intensive 
cultivation, nor does its cultivation confer any special quality 
or other facility on the soil. 

(3) Maintenance of a high price for sugar by artificial 
stimulation is not the best method for alleviating the ryot’s 
distress. 

(4) Protection is not the best way of benefitting eith^jr the 

primary producer or the manufacturer. 

i 

Conclusion. 

Whatever might be the elements of truth in the above 
contentions of Dr. Dey, it is abundantly clear to us that the 
policy of protection is highly justified both on agricultural and 
industrial grounds. India consumes large quantities of sugar, 
and there is no reason why India should import from abroad 
what she can easily produce at home, though, it might be for 
•some time, at a greater cost. The mere fact that the ryot 
stands to benefit much from the protection granted reduces 
the free trader's objection almost to nullity. Of course, when 
we justify protection, we do not want to gloss over the defects 
of the present organisation of the Industry. Both the Govern- 
ment and the industrialists must seriously tackle the urgent 
problems of research and modernisation to which we have 
already alluded. Besides, the pressing problem before the 
industry , during the next few years will be that of stimulating 
Qonsnmption at home and of finding out foreign market^ 
Pteparation of jugar standards, /iriuch .may be recognised txy " 
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« buyers and sellers alike as the basis* for their contracts will 
facilitate business in distant markets pa^icularly in the case 
of forward contracts. Lastly, there is a room {or a uniform 
and generally acceptable sugar sales contract form, which may 
be fair to the merchants as well as to the factories. 
India requires a foreign outlet for her sugar to the extent of 
100,033 tons. If, therefore, in the last International sugar 
, conference, the British Government has agreed on behalf of 
India that she will prohibit her sea-borne exports of sugar except 
to Burma, as the report goes, it will greatly harm the Indian 
sugar industry. It is the duty of the Government of India to 
help the sugar Industry by finding out fresh foreign markets 
and not by closing old ones. 


V. THE INDIAN CHEMICAL INDUSTRY 

The chemical Industry in India is more or less in a state- 
of infancy, though there is no reason why she should continue- 
to do so. The essentials of a chemical industry are maily three- 
fold : 

First, the existence of certain fundamental heavy 
chemicals like sulphuric and hydrochloric acids, lime, caustic 
soda, sodium carbonate, nitric acid etc. at cheap rates, 
stc<mdly, the availability of cheap fuel, and thirdly, the 
existence of chemical plants. 

Indian resources of raw materials are not at all d^cientr 
provided her mineral ores are properly exploited. Uptil now, 
India has devoted her energies to the productioh'Dfonly a 
few heavy chemicals such as sulphuric, nitric, and hydro* 
chloric acids. In producing sulphuric acids, India has to* 
meet very intense competition ftom Gerutany the Unit^ 
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Kkigdain: India does not as yet produce sufficient quantities 
of nitric acid; 

As regards fuel^ Bengal has great advantage from local 
coal supply, while Madras and Bombay must procure the 
necessary fuel requirements from hydro-electricity. And 
finally/ as regards plant, though India manufactures the 
ordinary kind of plant, the highly specialised plants have yet 
to be imported fropi abroad. 

In 1928 the Tariff Board considered the case for protec- 
tion to the Indian Chemical Industry. The Board recom* 
mended protection chiefly on the grounds that it was a key 
industry and a military industry. Accordingly, the Heavy 
Chemical Industry (Protection ) Act was passed in 1931 which 
gave protection to various heavy chemicals at different rates. 

VI. THE TANNING INDUSTRY 

India being an agricultural country, her resources of cow- 
hi4es, goat-skins and sheep-skins are enormous. Before the 
war, India used to export large quantities of raw hides and 
skins to ' Europe, specially to Germany and Austria, and to 
theU. S.,A. Of course, for a very long time there has been 
an indigendhs tanning industry which has met the local 
demand for inferior qualities of leather. The first step towards 
the modernisation of tanning methods was taken by the 
piiliUry authorities in India for manufacturing superior leather 
fteces^ary fbr^ harness and other military needs. In 1860 the 
,<^eniment Harness and Saddlery factory was set up. Soon 
^fterw^dsy the Army Boot and Equipment factory was 
eStabUshed by Messrs Allen and Cooper, and it received much 
Ihe Gdvei^iiDeat. Another factory, known^ 
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as the Western India Army and Equipment factory, was' also 
established at Sion in Bombay under Parsee enterprise. 

The Great war imparted a great stimulus to the tanning 
industry, there being a great increase in the production of 
rough-tanned raw-hides known as the East India tanned kips 
which were greatly in demand by the Government. The 
Munitions Board, by a system of Priority certificate, began 
to purchase certain classes of leather goods from India which 
it formerly imported from abroad. The production of boots 
and shoes was twenty times greater at the end of the war than 
the pre-war output. 

Export duty on raw hides and skins. 

In 1919 an export duty of 15% on hides and skins was 
imposed partly for revenue considerations and partly as a 
measure of protection to the Indian tanning industry, the 
importance of which was realised during the war. There was 
a rebate of 10% on hides and skins exported to other parts 
of the British Empire for manufacturing purposes, in order 
to divert the tanning industry from Germany to the Empire. 
Both the objectives, however, remained unfulfilled, and both 
the Fiscal Commission and the Taxation Inquiry Committee 
reteommended the early abolition of the duty, though the 
latter favoured the retention of the duty on raw skins. Mean- 
while, the Government had already reduced the duty to 5% 
and had abolished the rebate. In 1927 the Government’ 
proposed the abolition ol the 5% duty on raw hides, but the 
Assembly rejected the proposal. In 1929' the* Qbvenim^ttt 
appointed the Hides Cess Inquiry Committee wHicIi tecoili- 
mended the imposition of a cess of 1% advalorem 6ti ^ 
exportation of raw hides and skins. - But apparc^ly the 
proposalc'did -not matfifiaUse. Later oii, the GowhaseSit , 
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abolished the export duty on hides in 1934 and that on skins 
in 1933. The Indian tanning Industry deserves protection 
as it fulfils almost all the requirements laid down by the Fiscal 
Commisson, 

VII. THE COAL MINING INDUSTRY 

History of the Industry. 

We have already seen that most of Indian's coal resources 
are located in the Gondwana coal-fields, and that the outlying 
parts of the country, specially in the Peninsula, suffer much 
on account of the scarcity of coal, though in Bombay the 
deficiency is partly made good by the development of Hydro- 
electricity, 

Before the war, Indian coal was exported to certain eastern 
markets, namely, Colombo, the Malaya Peninsula and the 
East Indies. The war and the Post-war periods witnessed a 
great expansion of the coal Industry. The embargo on the 
export of Indian coal which was in force between 1920 and 
1923, however, was responsible for the loss of certain foreign 
markets which were easily captured by South' African coal, 
though, of late, the hold of S. African coal on these 
markets is pn the decline. 

Thanks to the high freight charge on Bengal coal, S. 
African coal has- been imported into India, specially In 
Bombay giving rise to great political discontent in India. The 
pubUc for a qounter-vailing duty on S, African coal 

led (^vethment to appoint the first Indian Coal Committee' 
ftff. fl jscientijfic examination of the whole problem^ *rh(| 

the ratablishmeht of a 'coal 
the qtulity of tte coal e^^rted,: 

-..V .. ; ... c, • 


Ci^iai!^,.,..i5ecoHUMnded 
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it also reconunended the grant of a rebMe of 3!JV» per cent 
in railway charges and of a reduction of 4 err per ton on river 
dues. All these recommendations have been accepted by the 
authorities concerned. ^ 

The Coal Industry’s crisis. 

The last economic depression has hard hit the Indian coal- 
mining industry which, unlike other industries, is still lying 
in a perilous condition. The main dilhculty of the industry is 
the pevalcnce of low prices consequent on over-production 
•of Indian coal. The Association of European Colliery owners 
submitted a memorandum to the Government of India praying 
for a coal restriction scheme on the lines of the Jute restric- 
tion scheme. The Government, however, ultimately turned 
•down the request on the plea that the industry as a whole 
was not represented in the memorandum, that co.al, unlike 
jute or tea, was an essential of life ; that it was a raw material 
of other industries which would be adversely affected by 
any undue rise in the price of coal ; and that the Association 
had not placed sufficient data on which the Government could 
base any deffnite policy. 

Recommendation of the coal mining Committee. 

A series of mining accidents involving a heavy loss of men 
.and money forced the Government to appoint the Coal 
hlining Committee under the chairmanship of Mt.- L. B. 
Burrows. In its Report the Committee has reached smite 
valuable conclusions and has made some very far4Mu:h^ 
recommendations. The Committee makes the 
•observation that there is a considerable jscope for latioiiilsl^ 
ifot Only the various elemeptt of the coal trade and indtMttp/ 
but also the activities o$. hindlords^ minoowneie, 
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the iron and stedl and other industriet.” Again, “the coal 
trade in India has been rather like a race in which profit has 
always come in first, with safety a poor second, sound methods 
an ‘also ran,’ and national welfare a ‘dead horse’, entered 
perhaps but never likely to start.” 

The report states that India has only enough reserves of 
all good quality coal to last 129 years, while the reserves of 
coking coal are only adequate for 62 years. As regards 
reserves of coal of inferior quality, they are practically unli- 
mited. The Committee strongly emphasises the importance of 
conserving the coal assets of the country, particularly in the 
higher grades and in its opinion stand-stowing is the best 
method of conservation which accordingly should be enforced 
in the interest of the community as a whole. 

•*The Committee also emphasises the serious character of 
the situation created by the dependence of the industry on 
de-pillaring for securing coal supplies. Where mining methods 
have been sound and these pillars are of adequate size, the 
subsequent extraction of the pillars known as de-pillaring 
in volties normal co^llapses of the roof. There is no danger in 
such collapses. Oh the other hand, premature collapses may 
have devastating results. In the opinion of the Committee, 
there can be no doubt that the danger of premature collapse 
actually exists in most of the mines in which coal is standing 
in pillars. The Committee propose that the Statutory Autho- 
rity should be entrusted with the removal of these pillars. 
Sand stowffig under their direction will enable all these pillars 
to be extracted with safety, and vast amounts of coal will be 
savedt It is recommended that sand-stowing should eventually 
be iq^lted to all thick seams and such stowing diould be 
aieistjBd the Smtutory Authority. 

. Tine Committee giso emidmn^ the preseirt grading vfatim. 
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which involves both wa<Jte of coal dad^ danger from fire ; and 
recommends that the grading' of sections of seams should be 
cancelled, and that only seams as a whole should be graded. 
As regards sources of sand, the Committee is of opinion that 
the supplies of sand in the Damodar, Barakar and Adjai rivers^ 
are more than sufficient for all requirements and that transport 
of sand by aerial rope-way is the most suitable system for 
collieries lying at a distance from the rivers. 

As regards the Statutory Authority, the Committee professes 
that it should be an expert body with an independent chairman, 
the chief Inspector of Mines, one commercial expert, and three 
mining experts as members. 

‘ The Committee recommends an amendment of the Mines 
Act and of the Coal Mining Regulations. It also recommends 
that the Statutory Authority should afterwards set up a Central 
Marketing Agency and should also have power to arrange for 
the amalgamation of small and uneconomic or badly shaped 
collieries. 

As regards inferior coal, it is suggested that Railways 
might increase their consumption of it. Regarding research, 
it is recommended that a Coal Research Board should be set 
up under the statutory Authority, half of the initial capital 
expenditure to be met by the Government of India and the 
other half but of the cess fund. 

- Finally, it is proposed that a cess of eight annas per ton 
on coal (including soft coke}, and 12 annas a ton on hard coke 
should be imposed, to be administered by the Statutory 
Authority, to be used mainly to defray the cost of stowing, 
mines with sand when coal is excavated in order t6 protect life 
and coal. 

The Committee rejects the proposd of latittoliisii^ Either the-- 
mines .otrthe toyalties on fioanei^ and tedmical^topi^ , , 
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Criticitins of the Report. 

The Report of the Coal Committee has been greeted with 
severe and almost sarcastic criticisms by the Indian Mining 
Association. The Association, which has been charged with 
non-co-operation by the Coal Committee, begins its statement 
with the retort that its oo operation was never seriously solicited 
and goes on pointing out the errors of omission and 
commission pertjetrated by the committee. The Association 
observes “that the members of the committee have not 
apparently read the Tariff Board’s Report (1926) on ihe coal 
Industry and are not aware of the fact that the arlditional 
rebate of eight annas per ton granted from Oct. 1, 193b applies 
only to coal shipped to foreign countries ; that the commercial 
aspect of coal conservation and its probable repercussions upon 
Indian Industry as a whole have been almost completely over- 
looked ; that the committee have given little consideration to 
the severe competition which Indian coal experiences both from 
hydro-electricity, oil, woodfuel and cow-dung cakes at home, 
and from imported coal from abroad ; that the committee have 
displayed an almost amazing ignorance of general commercial 
structure; that the personnel of the so-called “expert’/ committee 
was far from being expert, consisting, as it did, mostly of 
Government officials who suffered from their own idee 
fixe and looked very much like a troop of boys raiding an 
orchard, knocking down the apples easiest to get at but care- 
fully ignoring those presenting any difficulty.” 

VH. TlM»Pi^r-inakiiifflndu«tx]r. 

The manufacture of machine-made paper in India dates 
fixMn 1870. The Bally paper mills were the first of thtir kind 
to be established in India. Since then tbe Titag^ Papiar Mills, 
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the Naihati Mill, the Upper India Coupei Mill, the Deccan 
Paper Mill Co., the Carnatic Paper Mills, the Piuijab Paper 
Mills Co., and some other Paper Mills have been started. 
In 1934^35 the total Indian output of paper amounted to 
892,003 cwt. 

Indian paper mills do not produce paper of very fine 
qualities, as there is no cosiderable domestic demand for them. 
In India paper is made out of Sabai grass, though inferior 
qualities of paper are also made out of rags, hemp, jute waste 
etc. With the exception of the Indian Paper Pulp Company, 
no paper mill in India has so far utilised bamboo pulp. 

The difficulties that the Indian paper mill industry experi* 
ences are the high cost of chemicals, heavy freight-rates for 
coal-transportation and acute foreign competition. . In 1924 the 
Tariff Board was asked to examine the case for protection to 
the Paper Industry. The Board recommended a protective 
duty of 1 anna per lb. on certain kinds of paper as also a loan 
or guarantee of Rs. 10 lakhs to the Naihati Paper Mills which 
utilised bamboo paper-pulp. 

Protection has -actually been granted to the paper pulp 
Industry since 1925 and it is to terminate in March 1939. The 
loan proposal, however, has not been carried into effect on 
account of the financial stringency of the Government. More- 
over} since 1932, a new protective duty of Rs. 45 per ton has 
been imposed on imported wood pulp in order to stimuhde the 
development of paper-pulp. 

Vlll. Ute GIms mamifacturing Indtntry. 

Experiments in glass manufacture in India axe a long story 
of failures for which natural causes must take the major respon- 
sibiiity. Before the war, the indigenoos bangle-midting indostry; 
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which is mainly localized in the Firozabad district oi (he U.P. 
and the Belgaum district, was in a flourishing condition. 
Since the war, however acute Japanese competition has hit 
very hard even this indigenous industry. As regards the fltctory 
Industry, it has always suffered very much from lack of soda ash 
and of trained men who have been mostly imported from Japan. 

India imports large quantities of glass from Japan, Germany, 
the United Kingdom, Belgium and Czechoslovakia. In 1930, 
these imports were valued at Rs. 232 lakhs. The Indian 
TarilT Board to which was referred the claim of the glass indus- 
try to protection in 1931 recommended protection for ten years 
for certain classes of glass. The Government, however, did 
not accept the recommendation on the ground tnat India did 
not possess suflScient natural advantages for the development of 
the industry. They, however, decided to give some relief by 
means of rebate of duty on imported soda ash, which is to be 
complete in the case of British or colonial import, and partial 
in the case of foreign import. As the result of the unsympathe- 
tic attitude of the Government, however, the Indian Glass 
Industry is in a very perilous position. Moreover, the deprecia- 
tion of the Japanese yen has resulted in the flooding of the 
Indian market with very cheap Japanese manufactures against 
which Indian glass, whether indigenous or manufactured can 
hariQf hold its own. It is a pity that the Government, ia its 
lec^ negotiation of an Indo- Japanese Trade Agreement, did 
not lin a finger to save the Indian glass industry from this 
latest meiume. 


IX. Cottage Industrie* in India. 

In d^ ifing with the economic transition in India, we have 
.Skeady noti^ die wmw factors that led to the gradual 
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define of the once-flourishing Cottage Industries, in India. Here 
.we do not propose to dwell. upon the causes o£ their decline but 
just to narrate their present position and to suggest possible 
remedial action. 

The fate of cottage industries in these days of cheap 
factory products might at first appear to be doomed. The 
dream of reviving cottage products in the teeth of acute com- 
petition from factory products might appear to be an idle 
dream. Nevertheless, there is no gainsaying the fact that 
many cottage products are holding their own side by side with 
manufactured goods in almost ail the highly advanced 
countries of the world. The causes of the persistence of 
small-scale production in tnese days of large scale pro- 
duction are not far to seek. First, the development of 
electricity renders it possible even for the small producers to 
gain most of the external and internal economies. Secondly, in 
almost all societies there is a demand for hixury goods which 
are not capable of standardised mechanical' production. . So 
long as there is a demand for variety and individuality of 
commodities, the small man will find a market for his 
products. 

Influence of mechanical production on cottage 
induatries- 

In India the competition of machine-made goods has pro- 
duced three distinct types of reaction on the indigenous cottage 
industries. First, there are some industries .which h|ye .been 
virtually killed by competition with mad»ne-ias4t^|K^^ 
ties. Secondly, there ffify ptheM yrhicii 
condition which desmes'^Wion 
are saved from destruc^iim hy ; the'. twee WB^eatij^ithem 
money-lenders etc. and m 



COTTAGE IRIMlSTtlBS IK IKDIA S9S 

'Which have not been much affected by modem indmtrialiMa. 
As regards'the first, it is perfectly futile to attempt its re^wal. 
As regards the second, the sooner it is extinguished die better 
for all concerned. It is the third type that merits our con* 
sideration. 

In these industries the artisans have adapted themselves to 
modern methods and thereby they have increased their produo* 
tivity. “The weaver has taken to mill yarn, the dyer to 
synthetic dyes, the brass and coppersmith to sheet metal, the 
black smith to iron rolled in convenient sections, in each case 
with advantage to himself from the lessened cost of production, 
which has greatly extended his market.” For these cottage 
industries there is definitely a future, at least as long as there 
will be a demand for variety and so long as the villages of 
India will remain more or less isolated. 

Cottage Industries are still responsible for the employment 
of a large number of the population. In every village there ate 
some people who are engaged in different types of cottage 
industry. We now proceed to examine briefly the state of some 
of the important cotti^e industries of India. 

(a) The Cotton hand-loom industry. 

Nearly 6 millions of people are engaged in this industry and 
their annual gross earnings, according to the Industrial Commis* 
sion, amount to nearly Rs. 50 crores. No doubt, the hand-loom 
weaving industry has suffered much from machine-competition. 
Jileveitheless, it continues to exist because it alone can ^tisfy 
the rich Who wsitt the finest fabrics, and also satisfies the poor 
as 1hegt.)i^e«e rightly or wroi^ly that the hand-loom doth is 
Vfim jendusing duuv the mill cloth. Hand-loom supplhjS 
:ahtMWk9$^ of the total demand for cloth in India : 

hand loouaeweaver is much hsqipier than the factfli^ 
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hand in as much as he works in his own home and thus can 
work for longer hours with perfect ease. He also gets the 
unpaid assistance of the members of his family. Of course, 
his profits are small and in some cases non-existent but they 
are capable of much increase. The necessary remedial measures- 
shall be discussed at the end of this chapter. 

(b) The Woollen Industry. 

The woollen industry was a very flourishing cottage industry 
in India in the Moghul days. It took three shapes, namely 
the weaving of carpet, of shawls, and of ordinary rough blanket. 
The raw materials for this industry are available in most parts 
of India as the sheep is a ubiquitous animal although both 
the quality and the quantity of the wool |ier sheep is much 
better in the hilly districts than in the {flains. The wool of 
Kashmir and of Tibet is very famous. 

In the Moghul days, India acquired great pioflcieney in 
the weaving of carpets largely on account of the valhable 
patronage offered by the Royal Court. After the disinteg- 
ration of the Moghul Empire, Indian carpet-weavers managed' 
to exist for some time on account of foreign demand. But 
the quality deteriorated, os Indian weavers had to adapt them- 
selves to foreign trade which was not of a high order. The 
exigencies of foreign trade also brought into existence a class of 
middlemen who intercepted a large part of the profits of the 
producers. The use of aniline dyes brought about a ftitther 
decline in the quality. And last of all, the guild o^nisation 
of the carpet-weavers was gradually dissolved whhthetesult 
that the once independent weavers now Ml into tbc dMchfts 
of middlemen money-lenders who sucked liiem qidte dry. Ih 
tihis way, the carpet-weaving industry fdl upon evil days 
its present position Is highly deplorable. 
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We next take up the case of shawls. We have already 
noticed how some of the Indian shawls such as those of 
Kashmir had attained world-wide celibrity. Even in 
the early days of the British rule, the story of the 
shawl industry, like that of carpet, is also one of gradual 
decline. Here, too, the peak of prosperity was reached in the 
palmy days of the Moghul Empire. With the disappearance of 
the Native Imperial court, foreigners maintained the demand for 
some time. But later on, especially after the Franco-Prussian 
war, shawls went out of fashion in Europe, and complete havoc 
was wrought upon the shawl-weavers of India. The last stroke 
was dealt by the starting of shawl manufacture at Paisley in 
England. 

Finally, we come to blanket-weaving. This branch of the 
woollen industry is still in a going state on account of the 
cheapness and utility of rough blankets and also because of 
the inability of any factory to turn out any blanket. The poorer 
classes, in particular, use blankets for various purposes and 
as such there is clearly a great demand for them in this country. 
The possibilities of expansion of this industry should be fully 
explored both for giving whole-time employment ta some, and 
part-time employment to many. 

(c) The silk Industry. 

The Indian silk industry, like the woollen industry, was once 
in a very fioutishing condition. In the 17th century, th^ East 
India Company carried on a very lucrative trade with England 
in ..kdkhi tdBc inanufiKtuim. Later on, largely owing to 
oppoithiinn ftdm Home, the Company began to export raw silk 
from Indkk. - With the development of the silk industry in 
Europe, howev^, India b^an to export cocoons as the IiMjiimt 
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reeling IS very bad. On the other hand, India began to import 
both silk yarn and silk piece goods from Europe, chiefly, Italy 
and from Japan. 

The main requirements of the silk industry are mulbeny 
trees and abundant cheap labour. Both the requirements are 
fulfllled in Bcng.'il, Kashmir and Mysore. The main reason 
why Indian weavers can not hold their own against foreign 
competition appears to be their great poverty and ignorance of 
modern up:to-date methods. It is plainly the duty of the 
Government to remove both these impediments. In this connec- 
tion, we must admit that the Government of Bengal has started 
two seri- cultural schools for imparting training in sericulture. 
The passed students arc also helped both with a stipend of 
Rs 250 and seed stocks from the Government’s nurseries for 
establishing rearing-houses. This system known as the Selected 
Rearers System is likely to have beneficial results. The Govern- 
ments of Kashmir and Mysore are also taking steps to encou- 
rage the silk industry. In 1935 the Government of India 
established' the Imperial Seri-cultural Committee which has 
sanctioned a grant of Rs. 93,000 to the silk-growing provinces 
for the encouragement of sericulture. Lastly, we must mention 
thut the Indian Tariff (textile Protection) Act of 1934 has 
imposed various protective duties on imports of silk yarn and 
silk manufactutes. Imports of artificial silk yam vdiich 
compete with genuine silk, have also been penalised by a duty 
of 23% admlonm with a minimum specific duty of 3 anuas. 
per lb. . , . • > 

It is to be hoped that welRo-do, Indiam 
patronage to Indian silk mtot^Rctiffet somewbjfd'fSMto i^ietklly 
in the future than they have done in the : 

indigenous product may not be«a fineas the 
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<d) Methods of helpiiif the cotUge Indttstrtes. 

From our previous survey of the history and present condi^ 
lion of some of the important cottage industries of India it . » 
quite clear that they are in a languishing condition. The lot 
of most artisans in Bengal specially is extremely tragic. Some 
•of them can hardly make both ends meet though they might 
toil incessantly from morning till night. The iron grip of the 
Mahajan is everywhere, and the worker apparently works 
himself to death for the benefit of the middleman and the 
money-lender. The problem of helping the artisan, therefore, 
is one of urgent practical importance, if our country* side is not 
to be disfigured by hideous pictures of unmerited sufferings and 
privations. 

The short-comings of our cottage workers are mainly three- 
fold : first, lack af up4(hiafe methods and implements ; secondly, 
lack of finance ; and thirdly, lack of proper marketing organiza- 
tions, If cottage industries are to be revived, wherever revival 
is possible, we have to remove these three distinct types of 
handicaps. 

The illiterate and highly conservative artisan has got to be 
brought out of his antiquated tools and methods into their 
modern counterparts. This stupendous task can best be 
discharged by the Government In this connection we note 
with satisfaction the activities of. the Governments of Bihar 
and Orissa, and of the Central Provinces who conducted 
regular campaigns in the country-aide for familiarising artisans 
with some^iqp-tn-date tools and methods. It is to be hOf^'d that 
.alt tii0 GovOTmepts of India will follow these good 

^ le-inforced vigour?; In this connection we mig^t 
example of the Imperial Governing 
-who itove made grants of Jfb. S, S(^POO and lU- 93,000 
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promoting research in the Hand>loom Industry and sericulture 
respectively. As regards finance, the solution is not a very easy 
one. The Industrial Commission recommended loans by the 
Director of Industries to the artisans or the placing of improved 
tools in their hands on the hire-purchase system with the 
ultimate objective of transferring ownership to them. Co- 
operation might also be a great solvent of the problem, only if 
the co-operative mind could be brought into existence. Whatever 
be the ultimate solution, the urgency of the problem can not be 
too strongly emphasized. 

Finally, we come to the marketing problem. As in agricul- 
ture, so also in our cottage industries, the middleman is the 
blackest villain of the piece. He intercepts most of the profits 
of production and thus fattens at the expense of the worker. 
We must eliminate him, or he will eliminate all prospects of 
peace and prosperity in rural India. The marketing problem, 
however, involves not only the elimination of the middleman, 
but something more positive. We have to find out new 
markets for our cottage products by starting Exhibitions and 
Emporiums wherever it might be profitable. The sympathy of 
the urban population must be enlisted in the cause of our rural 
resuscitation. The various Governments, too, like the Govern- 
ment of the United Provinces should make their store purchase 
from cottage products wherever possible. The Swadeshi spirit 
must be kept alive not for purposes of theatrical display but in 
our everyday conduct of life. It is then and then alone that 
our cottage industries can once more play their rightful part in 
the national economy of India. 



CHAPTER XY 

INDUSTRIAL LABOUR 

1 . The Riee of the labour problem in India. 

Although the industrialisation of India began long before 
the Great War, it was not till the war was over, that signs of 
labour unrest began to manifest themselves. The awakening of 
the masses which followed in the wake of the Great war greatly 
affected the outlook of the growing industrial population of 
India. The labourers became more and more organized into 
trade unions and. beg^ to insist upon their rights and previ- 
leges. Above all, communistic ideas came to be insidiously 
disseminated among the factory workers, and this in itself has 
been largely responsible for the growing bitterness and hostility 
between the employer and the employees. 

The present position of the movement. 

The Indian labour movement is now in a definitely aggres- 
sive mood. Strikes have become almost the order of the day, 
though not all strikes are inspired by genuine labour grievances. 
The greatest handicap of the movement is the fact that 
labourers have hardly produced any genuine leader from their 
own ranks. They are thus helplessly dependent upon 
leaders from the intellectual middleclass who are general!^ 
lawyers.' These men, even when they are inspired by genuine 
sympathies widt the Itdwuiefs, cannot always correctly unders- 
tand die teal grievances of the labourers. Hence the labourer’s 
pdititoflview is hardly adequately represented in any industrial 
or in any li^lative proposal '^ibr the amelioration of 
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the labourers’ condition. Besides, many of th^se labour leaders 
are confirmed Communists who do not h^ithte to exploit the 
grievances of the illiterate labourers for furthering their own politi- 
cal purposes. Whatever be the defects of the Indian labour move- 
ment, there can be no doubt that labour problems have become 
very acute in India recently. The orthodox labour organisation 
in India has become linked with the international labour 
movement and India sends her labour representatives to the 
International Labour Conference which is held at Geneva every 
year. The Government, too, recognised the importance of the 
labour problems by appointing the Royal Commission on 
Indian Labour in 1929 and by implementing some of its 
recommendations in recent years. 

II. The total factory population in India. 

1. In 1879-80, the number of Cotton Mill operatives in 
India was 47,855, while in 1889 that of jute workers was 
59,222. According to the Labour Commission Report (1931) 
the 203 cotton mills of the Bombay Presidency employed in 
all about 232,030 persons, while the remaining 92 mills scattered 
in the rest of India accounted for 1C6000 operatives. In 1929 
the 93 Jute mills of India, most of them situated near about 
Calcutta, employed in all 347,000 operatives. Railway 
workshops, which number 145, accounted for 136,000 persons, 
while the Tata’s works at Jamshedpur employed 28,000 persons. 
The printing industry employed 38,000 persons.in 360 presses. 
In all, according to the Labour Commission, the number of 
perennial factory workers was Epproidmately L230^]CP. Ip 1934, 
. .the total number of factories hi India wu %6S8ju:4;theav^(^ 
daily number of persons employed ,was. .I.,487,.23l. Jf,; in 
addiobn, we remembei according to the S^tmiorimdnm 
submitted by the India office to the Notions in i92%» 
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India’s landless agtipuItuEiil laboareis numbered 27,810,130; 
workers in factories, mines, transport and cottage indi^tries 
number 20, 219,000 ; and maritime workers numbered 141,000, 
it is quite clear that India has the largest number of labourers 
compared to any other single country in the world. The 
two biggest centres of the factory population are the Hooghly 
area with a population well over 450,000 and the Bombay city 
and Island with about 190,000 operatives. With' the exception of 
Ahmedabad which has a little over 70,000 operatives, there is • 
no centre with as many as 30,030 ^manent factory workers. 
Of the secondary centres with a definite concentration of 
industries, the more important ate^- Madras, Cawnpore and. 
Jamshedpur. 

111. Sources of lubour supply. 

The smaller industrial centres everywhere recruit from the 
surrounding rural areas all the workers they require except 
labourers demanding special skill. With the expansion of an 
industry, the area of recruitment has got to be enlarged. If the 
centre is situated in a region where the population is very 
dense and at the same time the pressure of the people on land 
is also very acute, most of the labourers are locally available. 
Ahmedabad and Cawnpore are the cases in point, the former 
recruiting 65% of its total labour force from the sunounding 
areas. 

On the other hand, Bombay, Calcutta, and Jamshedpur 
recruit most of their labourers from a distance. Bombay 
Set^its its lactory labour from two main sources — by sea from 
i^tiiapti and .b| 'isjod' from the Deccan districts especially 
Ajbmi^nagsirf' Poora smd^plapur, and of late from the United 
proving a? welb a>w», tlwugh surroun^ .by . 

ijihe pomlRt^ ^tri^ of Bet^^'however, bm 
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it necessary to draw its factory labour from Bihar and Orissa, 
Northern Madras, and the eastern districts of the Central 
Provinces and of the United Provinces. This is mainly due 
to the fact that the Bengalis are averse to factory ialmur 
except in the skilled grades. 

Finally, as regards Jamshedpur which was established in the 
midst of a virgin forest, the necessary labour supply had to 
come from Bengal, Behar,'and Orissa, the C.mtral Provinces, the 
United Provinces and Madras. 

» Recruitment for Assam. 

The outstanding problem during the whole history of tea 
plantii^ in Assam has been the scarcity of hbour. The Surma- 
valley was able to secure a certain amount of labour either 
locally or from adjoining districts of Bengal, but in the Assam 
valley the supply of local labour was negligible and it was 
found impossible to obtain supplies from areas nearer than 
'Chota Nagpur and Behar. At present, the most important 
recruiting area for both the valleys is Chota Nagpur and 
Sonthal Fargahas, though substantial numbers are brought from 
Behar and Orissa, the United Provinces, Madras, the Central 
Provinces and even Bombay. The cost of recruiting is in the 
neighbourhood of Rs. 150/- per head. 

The Indetituired system. 

As recruitment has been so very expensive the employer 
naturally wanted to ensure that if a man was recruited to work 
on a particular garden, he actually works there suid not else- 
where. This was originally secured by laws based on the 
principle of indenture^ The general scheme was that ^e 
labourer was bound by a contract to serve for a specified 
period on the garden to which be was recruited t if he failed ' 
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to work without reasonable cause or absconded, he could be 
punished criminally and the planter had the right of arresting 
an absconder. As a set-off against these disadvant^es, the 
-Government prescribed a minimum wage. 

The Sardari system of recruitment. 

The indentured system in practice greatly aggravated the 
difficulties of recruitment as it increased the disinclination of 
labourers to go to Assam. As grave abuses became common in 
the recruiting areas, the Government interfered and prohibited 
all recruiting except by garden Sirdars and made it illegal 
for any one else to assist, to induce or even persuade a recruit 
to go to Assam. A garden Sirdar is a man who has actually 
worked and is employed on a tea garden. His operations are 
strictly regulated. Moreover, a body known as the Assam 
Labour Board consisting of the representatives of the tea 
industry and an official chairman, was set up in 1915 with a 
view to better control of recruiting. The Sirdari system of 
recruitment brought into existence by the Assam Labouring and 
EmigratioR Act of 1931 and 1913 is in theory the safest method 
of recruiting for the workers as it entrusts recruitment only to 
bonafide workers who are best fitted to give an accurate picture 
of the conditions obtaining in the garden and who are least 
likely to make any misrepresentation. 

In actual practice, however, the original intention has not 
been fulfilled. In many cases, workers have been sent down as 
Srdqrs after having spent only a few days on the garden. ■ The 
eystemr nKaiover, is quite inadequate to the needs of die industry 
and is obviously unworicable when new areas have to be opend 
foriecruitment and when new gardeoi are being developed, 
this system is veryexpennve inasmuch as.roug^y 
is requind I'^it a iri^d^taboura. 
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The Act of 1932. 

In 1932 tlie Tea Districts Emigrant IMiur Act was passed 
in supersession of the Assam Labour and Emigration Act of 
1991 with all its subsequent amendments. The object of the 
Act is, on the one hand, to exercise all the control over the 
recruiting and forwarding of emigrants to the Assam gardens 
which is justified in the interest of the emigrants themselves, 
and on the other hand, to remove all unnecessary restrictions. 
The element of official control has been increased Recruitii^ 
is allowed only by licensed recruiters. It is declared unlawful 
to assist persons under the age of 16 to emigrate unless they are 
accompanied by their parents and guardians. An emigrant has 
the right ef repatriation at the employer’s expense after comple- 
ting 3 years' service, or if he is dismissed earlier otherwise than 
for wilful and serious misconduct, or if his health fails, or if 
he is assaulted by the employer or his agent, or for any other 
sufficient cause. Provision is also made for the appointment of 
a controlUf of emigrants with his staflf for supervising the general 
administration of the system, charges being met from an annual 
cess, called the Emigrants Labour cess which shall be levied at 
such rate not excceeding Rs. 9 per emigrant as the Governor 
General-in-Council may determine for each year. The Act is 
at present applicable to 8 specified districts in Assam, but the 
area of its operation might be extended. 

Conclusions. 

Although the Act of 1932, which is based on some of the 
recommendations of the Labour Commisacm Repoi^ bin sub- 
stantially improved- the recruiting systBnv..th6,|)osil^n can 
hardly be cotuidered to be. an ideal one. . Ti:^' Control ^ 

■iA recruitment has always beea r^red as a rS^tstde-noeessii^ 
and as a temporary expedient, The aim <3f rscnMting.^^Ould... 
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be to reach a point wfaere» in effect, organii^d recruiting is 
unnecessary. In other words, by making conditions sulSciently 
attractive, the employer should reach the stage where, instead 
of having to go out and induce recruits to enter his employment^ 
applicants for employment should approach the employer* 
Among other proposals, the Labour Commission recommends 
the abolition of the Assam Labour Board which in its opinion 
has outlived all usefulness. 

Labour supply in rntningr centres. 

The Bengal Coal mines recruit their labour mainly from 
the backward tribes of the Santals and Bauris living on the 
borders of Bihar and teissa. The Coal fields of Bihar 
and Orissa are supplied with local labour and to some extent 
with recruits from the C. P. and the U. P. In general, coal 
min^ suffer froni scarcity of labour inasmuch as the labourers 
are also mostly agriculturists, and as such are not available in 
the agricultural season, 

IV. Characteristics of Indian labour. 

The first characteristic of Indian labour is that it is intfficient. 
This ineflSckncy is due to various factors, such as illiteracy, 
climate, the unwholesome working and housing conditions and 
above all, the migratory character of Indian labour. 

Secondly, Indian labour is scarce. This might appear to 
be rather strange in a country like India teeming with a popu- 
lation multiplying every decade and where the pressure of the 
population on land, the only other alternative occupation, 
is already veiry acute. The causes of this scarcity, however, 
have to be sbug^t in the cortervatism and ignorance of the 
Indbm masses as well as in &e unattractive environment of the 
typical Indiwii feetorte^ 

. 20 ' 
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Thirdly, Indian labour compared to its counter-part in the 
more advanced countries of the world is comparatively unorga- 
nized, though/ of late, trade unionism is making its head-way in 
most of the organized industries of India. 

Fourthly, but the most important single characteristic of 
Indian labour, is its migratory character. The Indian factory 
operatives are nearly all migrants, and migration takes place 
from the rural areas to the factories. “But it is not mainly 
a permanent exodus ; it is in the minds of those who 
undertake it, and to a large extent in fact, a temporary 
transfer and the recruit to industry continues to regard as his 
home the place from which he hiis come.’^ Of course, 
the factory worker, except in seasonal factories, is not an 
agriculturist but he is at heart a villager ; he had in mo.st cases 
a village up-bringing and he retains some contact with the 
villages. Only a very small percentage of the total labour-force 
have no village ties and look upon the city as their home. 

V. The problem of migration. 

(A) The Causes of Migration 

The causes of migration are mainly economic and partly 
social, 

(1) The difficulty of finding an adequate livelihood in 
one’s native village has mainly impelled the Indian villagers to 
seek industrial employment. The emergence of a, substantial 
class of landless labourers due to the growth of population, 
the growth of indebtedness and the extinction of village crafts, 
has supplied the main source from which fa<;to;y pperatiyes 
have been recruited. . . ^ 

- (2) But although .poverty is the main driving force, it is not 

the only cause of migration. The lower castes and the untou- 
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chables who sufier from serious social disabilities in the village 
society have found that in industrial areas caste disabilities 
lose much of their force and as such they do not hesitate to 
migrate to industrial centres. Thus the new world of industry 
offers a refuge to those who are anxious to escape from family 
conditions that have become intolerable, or from the penalties 
of the law, or from the more severe penalties with which the 
village visits offences against its social and moral codes. As the 
Labour Commission has pointed out the chief came is to be 
found in the fact that the driving force in migration comtis 
almost entirely from one end of the channel, i. c. the vUkv^c 
end. The industrial recruit is not prompted by the lure of city 
life or by any great ambitipn, ‘The city as such has no 
attraction for him and when he leaves the village, he has seldprp 
any ambition beyond that of securing ’ the necessities of life, 
•He is fushedy not pulled to the city.*’ 

' (3) . Acpnlributory cause is the family which, 

by linking the , emigrant to the village and even to its soil, 
serves to keep connection in many cases. 

(4) Moreover, the comparative scarcity of employment of 
women and . children in factories encourages the practice of 
leaving the family in the village where their maintenance i.s 
more simple and less costly. 

(5) Further, to a large extent Indian life is a community 
life and ,the more individualistic .existence inseparable from a 
city is strange and unattractive to the villager. 

(6) Finally^ an important cause of the desire of the 
factory workers to maintain village connection is to be , found 

in which they must live, while employed 
fn the factories. The average factory worker, contrasting the 
^enes. in which he .has to liv-e with , his memories of his 
native places. must welcome, every opportunity of returnmg 
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there and must cherish constantly the hope that sooner or later 
be can leave the city finally behind. 

(B) Effects of migration on Indian labour. 

The first fact to be noted is that the Industrial worker is 
living in an environment which is strange to him, and the 
contrast between his original home and the scene of his work 
may be tremendous. 

(1) As the most important streams of migration cross 

language boundaries, most factory workers form, as it were, 
foreign colonies, surrounded by a language and a culture 
largely alien to them. This alone tends to give an artificial 
character to Indian industrial life. The ties which gave village 
life its corporate and organic character are loosened, new ties- 
are not easily formed and life tends to become more indivi* 
dualistic. < , 

(2) Secondly, the health of the worker who is transported 
to a new environment is often subjected to severe strain. 
Both the climate and the diet might be radically different 
from what he had been accustomed to. Moreover, the change 
from the wide fields and fresh air of the village to the cramped 
and often insanitary streets and lanes of the town is bound 
to affect the health of the labourer. Lastly, there are addi- 
tional dangers from sickness and disease, and from the new 
and insidious temptations of city life. There is no wonder 
that alcohol and gambling become the favourite pastimes of 
the factory worker. 

As the labourer necessarily feels homesick from time to- 
time, he cannot continuously stay in one particular , establish- 
ment. This prevents him from acquiring efBciency in a 
particular work. As em^loynient is not always readily' 
available, the labourer after returning from bis village home|. 
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oiten finds it necessary to live on credit and' this tclght involve 
often hopelessly in debts. 

(3) T/iirdly, the rapid turn-over of the labour force in 
industrial atablishment not ' only prevents the building up of 
a sense of co-operation between the employer and the employee 
but also places a serious obstacle to the development of healthy 
;trade unionism. 

The migratory character of Indian labour, however, is not 
an unmixed evil. 

(1) The contact with the village means', in tfie first place, 
that most industrial workers have been brought up in more 
natural surroundings. They usually bring a lietter standard 
of physique than could be built up in many industrial areas. 

(2) Secondly, the combination of urban and rural life brings 
a width of outlook which is apt to be lacking in a . purely 
urban population. 

(3) Thirdly, it provides a mea.sure of insurance against 
the effects of the various changes which may reduce, interrupt 
or destroy the earning capacity of the worker. “In sickness and 
in maternity ; in strikes and lock-out, in' unemployment and 
in old age, the village home is refuge for many ; and the fact 
that it exists affords a sense of security even When it is no 
.required.” 

(4) Fourthly, this contact has got great educative effect. 
As , the Royal Commission on Agriculture has observed — the 
life eff the city should quicken the mind and enlarge the out- 
look of a greater number of labourers than it conupts., The 
industrial worker on his return to his native land helps to 
dilfiise throngheeut the country side not merely his. knowledge 
of a wider world.Wt a conception of liberty and of indepen* 
idence. ^t is new to willage society. . 

The above mlysis of the nierits.and demerits of the**, 
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migratory character of Indian labour naturally leads to the 
IJractical question, namely what should be our future attitude 
towards this village connection of the factory worker. The 
Labour Commission records its considered opinion that in 
present circumstances the link with the village is a distinct 
asset and that the general aim should be not to undermine it. 
but to encourage it and as far as possible to regularise it. 


METHOD OF RECRUITING FACTORY 
OPERATIVES. 

( 1 ) The position of the jobber. 

A peculiar characteristic of Indian factory organisation is- 
the fact that the employer does not directly take the responsibi- 
lity of employing workers. This duty is left to certain inter- 
mediaries known as jobbers. The typical jobber combines in 
himself a variety of functions. He is primarily a chargeman^ 
and as such is responsible for the supervision of labour while 
at work. The worker has to approach him to secure a job 
and is nearly always dependent on him both for the security 
of that job as as well as for a transfer to a better one. 

Many jobbers also give loans to the worker when he is in diffi- 
culties and may also help him in various other ways. The 
jobber acts as an intermediary between employer and employee. 
It is to the jobbers that the employer generally goes when he 
wishes to notify a change to the worker ; it is from the jobbers- 
that he derives most of his informations regarding their needs 
and desires. The jobber thus discharges certain functions 
which are generally done by trade-union officials* in the ’ West^ 
and he is occasionally found acting in the capacity of a. strike 
leader. 
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It is clear from the above description that the temptations of 
the jobber^s position are manifold. It is therefore quite natural 
for the jobber to profit financially by the exercise of this power. 
The evil varies in intensity from industry to industy and from 
centre to centre. The jobber usually exacts a fee as the price 
of engagement or of re-employment from the worker. In many 
cases a smaller regular payment has also to be made out of 
each month’s wages ; in other cases, the worker has to supply 
the jobber with drink or other periodical offerings. 

Suggested Reforms. 

The Labour Commission advocates the exclusion of the 
jobber from the engagement and dismissal of labour and 
recommends the employment of a Labour officer to discharge 
the jobber’s function who should be subordinate to no one 
except the general manager of the factory. 

As regards supervision of women workers, when it is under- 
taken by male jobbers it leads to serious a’ouses. Where women 
workers are numerous, they are often under the charge of other 
women known as N.iikins. As these women are generally of 
low character, the evil is seldom diminished. The Labour 
Commission recommends the appointment of aj: least one 
educated woman in charge of the female staff of the factory. 


SOME STRIKING EVILS OF THE INDIAN 
FACTORY SYSTEM 

L Conditions of work in the mills. 

Although industrialism in India is a comparatively recent 
development, and as such India had sufiScient opportuniti^ for 
profiting from the experience of the West, nevertheless, without 
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the excuse of ignorance, Indian industrial history has been 
marred with all (he blemishes which had been its usual feature 
elsewhere. 

(1) In the first piace^ for a long time robing was done to 
remove the trying conditions of work in the ttiills and factories* 
The absence of proper ventilations, and artificial humidification 
specially in the cotton mills has rendered the factory atmos- 
phere exceedingly stifling and unwholesome. Provision 
should be made for better ventilation of the mills and 
for reducing the evil effects of artificial humidification as far 
as possible. 

(2) Again, in most mills and factories there are no proper 
arrangements for the meals of the workers. The meals are usually 
brought from outside and the factory worker some-how helps 
himself to them. The provision of proper canteens and of 
dining sheds will go a long way towards the remedying of this 
defect. 

fS) Moreover, there should be proper bathing and latrine 
arrangejnents for both the sexes. For females, there should be a 
separate common room where they might spend their mid-day 
recess fairly comfortably. So far, only a few mills, like the 
Buckingham and Carnatic Mills in Madras, have provided 
some of these amenities. 

(4) The Labour Commission recommends that cretches 
for young children should be provided in all places where 
women are employed in considerable numbers, and they would 
make the obligation a statutory one in all factories employing 
not less than 250 women. 

II. Evils of employing women and children. 

The employment of women and children has also created 
very grave problems the satisfactory solution of which at aft 
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<6arly date is highly desirable. In one sense, the system is good 
under present circumstances inasmuch as the working unit in 
the case of the poorer classes is the family rather than the 
individual. Unless the* Wages of the average male adult increases 
sufficiently to maintain the whole family, it is desirable that 
the women and children of the worker’s family should be given 
employment. 

r Secondly, the employment of women in factories serves to 
fctigate the evils arising out of sex disparity in industrial 
Hjas. If all women were immediately excluded from factory 
IjjMoyment, the pxspportion of males to females in the factory 
are^^Quld be largely increased, and this itself would aggravate 
the evils of immorality. 

gjW On the other hand, the employment of women and children 
Ks not been unattended with very great evils. The hours of 
work, until recently, were highly excessive, having regard to 
their lower physical standard and the enervating effect of the 
trdpical climate. The woman’s position is particularly 
miserable as she is both a factory worker and a domestic 
drudge. And when the woman becomes an expectant or 
nursing mother, her continued service has very^ deleterious 
effects both on her own health as well as on her children’s. 

The Labour Commission recommends that women should 
be given leave with full pay for one month before, and one 
month after, the date of her delivery, provided they do not 
work elsewhere. The Commission further recommends that 
nursing mothers should be given some interval of rest during 
factory hours for breastfeeding their Children. 

Absenteeism in Indian factories. 

A great obstacle to the smooth working of the Indian factory > 
system is the large percentage of * absenteeism which talcd 
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place among the labourers. The percentage exhibits seasonal 
variations, and reaches the highest peak generally in the 
marriage and festival seasons synchronizing with the monsoon 
months. Absenteeism also increases after the pay-day or 
after the grant of a bonus to labourers. The agricultural season 
is also partly responsible for absenteeism in factories and mines. 

The remedy for this defect is not easy to suggest. The 
formation of labour reserves, as suggested by the Textile tariff 
Board, might largely relieve the factory managers of their 
anxieties in this respect, but it would not solve the problem in 
as much as a large number of people would be kept unemployed 
at frequent intervals. 

The rapid turn-over of labour in Indian factories, due to 
the migratory character of the operatives, is also largely 
responsible for absenteeism. It has teen said that fifty per cent 
of the labour force in the Bombay mills changes in the course 
of a year as against less than ten per cent in Lancashire. As 
the Factory Labour Commission has pointed out, the Indian 
labourer is fond of wandering from mill to mill, and the 
slightest pretext or temptation is sufficient to induce him to 
give up one employment for another. 


EFFICIENCY OF INDIAN LABOUR 

Estimates of the relative inefficiency. 

Various estimates have been made about the relative ineffici- 
ency of Indian labour compared to the efficiency of European 
labour. According to Sir Alexander McRobext the English 
worker is 3.3 or even 4 times as efficient as the Indian labourer 
while Sir Clement Simpson calculated thatl mill**bandof Lanca- 
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shire is equal to 2*67 hands' in an Indian Mill. This sort 
of mathematical calculation, however, as Dr. Slater has pointed 
out, is extremely fallacious, in as much as we can never 
ascertain the separate productivity of labour. The apparent 
lower productivity of Indian labour may also be due to 
relatively inferior management, the absence of up-to-date 
machinery, and the bad quality of the raw materials used quite 
as much as the inherent inefficiency of the labourer himselL 
Above all, the low wages of Indian labour is at once the effect 
and the cause of his relative inefficiency. Although it Is clear 
that the inefficiency of Indian labour has been much exaggera- 
ted, there can be no doubt about the fact of inefficiency. 

Causes of inefficiency. 

The causes of this inefficiency are not far to seek. 

(1) They are to be traced ^>5/ in the climatic conditions 
of India. The tropical climate of India has a great enervating 
effect on the human system. 

(2) The artificial humidification of the cotton mills, 
combined with lack of proper ventilation and of proper sanita- 
tion is a further cause of labour inefficiency. 

(3) The low standard of wages of Indian industrial* workers 
is also largely responsible for the inefficiency of Indian labour. 
A large part of the labourer's income is absorbed by the bare 
necessaries of life such as food, clothings and shelter ; while 
another substantial part goes to drink. The result is that 
practically nothing is left for necessary expenditure in the 
interests of the labourer’s efficiency. If, over and above, we 
lemember the growing volume of , the indebtedness of the indus^ 
trial worker, we can easily realize the difficult and embarrassed 
position in which the industrial worker is placed. 

(4) Another important contributory factor is the bad 
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housing condition in the industri&l centres. Labourers usually 
live in filthy bastis or chawls^ where countless heads are hudd- 
led together as in a sheep-cote or ware-house and where there is 
little or no arrangement for any sort of privacy. The water- 
supply is hardly adequate or of the requisite quality, while the 
drainage system is usually most defective, if not positively 
revolting. Such an environm-ent natural tells upon both the 
physique and the morals of the Industrial labourer, 

(5) The lower efficiency of the labourer is also due to his 
lowered physical vitality brought about by the ravages of 
diseases like malaria, influenza, kala-zar etc ; as well as by the 
poor dietary which characterises practically the whole Indian 
population, 

ff)*) Indian labour is mostly illiterate and untrained. Even 
practical training in any particular work is rendered largely 
impossible by the migratory character of Indian labour and by 
the fact that most Indian labourers are at heart agriculturists 
and as such they feel little urge for mastering their own work. 

(7) The absence of healthy Trade unionism which, in the 
advanced countries of the world, does, so much to inspire a new 
■dignity and aspiration in the mind of the average worker, must 
also be reckoned as a further contributory factor. 

(8) Lastly, the relatively smaller output per head in Indian 
factories and mines is to a large extent due to the use of poor 
raw materials, comparatively antiquated tools and methods and 
due to the general inefficiency of management. This last point 
is generally overlooked when the Indian employer goes on lectu- 
ring on the industrial inefficiency of India. As Dr. H.L. Dey has 
pointed out, there is hardly any rationalization in any of the 
^major industries of India. Indian industries 4o far have been 
largelj managed or mismanaged by a few firms of managing 
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agents who have endeavoured to swell their incomes more by 
exploiting the labourers and the sympathies of the general 
public, than by organising their business. Competent observers, 
both Indian and European, are not wanting who have asserted 
what may be regarded as a heretic dogma that the average 
Indian factory hand, especially in the cotton mills of Bombay, 
given his low wages, is in an economic sense even more efficient 
than the average Lancashire hand. 

The Housing Problem of Indian Labour. 

The problem of the housing of the industrial labourers 
presents very serious difficulti^ in almost all the highly indus- 
trialised countries of the world and India is no exception to the 
general rule, although she ought to have profited by the 
experience of her predecessors in the industrial field. In India 
as elsewhere big industrial’ centres came into existence in a 
most half-hazard and thoughtless fashion and apparently there 
was no planned thinking on the housing problem of an ever- 
increasing army of labourers. Besides, the bad selection of 
sites, limitation of space and high land values are responsible 
for much of the congestion in large cities. No 'statistical 
information, howevei, is available regarding either the relative 
or the actual shortage of houses in urban and industrial areas. 
According to the Labour office family budget investigation of 
1921-22, 97 per cent of the working classes in Bombay were- 
accommodated in one-roomed tenements oxupied by 6 to 4' 
persons. In Ahmedabad 73 per cent of the working classes livein 
one-roomed tenements. Corresponding figures for Howrah, Cal- 
cutta, Madras etc. Ire not available.* But the home-sickness and 
mortality rates and es^ially the extraordinarily high infantile 
mortality rate are sufficient indications o( the scandalous over-- 
crowding in all the ihdnsttial centres. 
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The problem in Bengal* 

Thii Bustees 'oi Bengal, specially in Calcutta and Howrah, 
reveal a degree of overcrowding and congestion which is 
probably unequalled in any other industrial area in India. The 
only redeeming feature is presented by the liousing schemes of 
some of the enlightened employers in the Jute Mills areas. 
According to the figures collected by the Labour Commission, 
in 53 Mills, nearly 41 thousand houses were built to accom- 
modate about 13,1003 workers. These mill-bustces present a 
vivid contrast to the other housing accommodation available. 

Similarly, in Titagar and Bhatpara big schemes of sewerage 
^nd water supply have been executed with the help of a G(A’ern- 
ment subsidy. 

The problem in Bombay- 

. In Bombay most labourers are. house! in chawls which are 
tenements 3 to 4 storeys high with at least one family in each 
small room. In these chawls, cleansing and sanitation are 
qjlerly neglected and the entry of light and air is greatly 
restricted and what is more, these chawls are impossible of 
improvement and as such fit only for demolition. 

Some of the Bombay textile mills, the Bombay Port Trust, 
the Bombay Improvement Trust ha\;e, of course, provided 
somewhat better housing accommodation for some of the 
labourers, but it is utterly inadequate. The Government of 
Bombay through its Development Department built 207 new 
concrete chawls containing over 16030 single-roomed tenements. 
Although these chawls are reasonably provided with air, light, 
water, roads, lighting and shops and in sorn» cas^ with school^ 
and dispensaries, they are almost amazingly ugly and as such 
very unpopular. It is' to be hoped that future Development 
Schemes will show greater ptistic imagination. In the Bombay 
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Presidency a model industrial firm is being built at Ambernath 
with all modern facilities which, when completed, might serve 
as an example for future development schemes. 

The Bombay Improvement Trust offered to build up better 
chawh for the mill-owners provided they undertook to repay 
within 50 years the sums necessary for that purpose. Unfor- 
tunately, however, the offer was not accepted. 

The problem in Madras. 

In Madras, the industrial workers live in ^VZ/tw^'^.which 
are no better than some of the worst of Bengal. 

In these '^cheries^^ the primary necessities of life arc altogether 
inadequate. Both roads and drainage are absent and in the 
absence of latrines, streams of sewage filter over the path-ways. 
In Madras city proper, there is such an acute shortage of houses 
that hundreds of workers are entirely homeless and live on the 
streets or on the verandahs of go-downs. Only a few enlightened 
employers like the Buckingham and Carnatic Mills Company 
have built up ideal homes for some of their workers. 

The position in other factory areas. 

. The position in Cawnporc is no better, %hc only bright spot 
being the housing scheme of the British India Corporation at 
Me Robertganj. The Cawnpore Improvement Trust has not 
been so far able to effect much improvement on account of the 
apathy of the employers. At Karachi, Ahmedabad and Nagpur, 
the position is more or less the same with some bright 
■exceptions.. 

The positions In the mines. 

, In the mining areas the housing problem has some special 
features,. The exhqiustible nature of a mine as ^ well as ^le 
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possibilites of subsidence caused by underground workings^, 
present handicaps to substantial housing schemes. Many of the 
coal miners live in the neighbouring villages while others dwell 
in arched dhowrahs which are often dark and ill-ventilated. 
The latrine accommodation is inadequate and there is room 
for an increase in bathing and washing places near the line. 

In Jamshedpur the employers have done most to provide 
decent quarters for the workers or to encourage them to build 
up houses for themselves with the help of cheap loans and 
advances. 

Lastly as regards Railways only at way-side stations most 
members of the staff are provided with Railway quarters 
although on some railways a proportion of the workshop stalT 
is provided with houses owned or leased by the Railways. 

Concluding obserTations. 

Such then briefly, is the present position of the labourers 
as regards housing accommodation. As the Whitley Commi- 
sion has pointed out, “one fact which stands out from the 
outline we have given is that the action taken by the parties 
concerned — employers, Government and local bodies— is in 
inverse ratio to their responsibility. Employers have done 
most ; municipal councils least. The latter are primarily 
responsible for the health of their citizens, and that responsi- 
bility can not be discharged in the industrial cities unless a 

vigorous attempt is made to improve housing. “ quite 

apart from the failure to formulate and execute a constructive 
housing policy, municipalities have generally failed to use their 
existing machinery and powers to control the lay-out iuid 
erection of new buildings.” To a large extent, this prewnt 
muddle is due to the lack of realization of the exact 'responsi- 
bility lying on the shoulders of any particiilar party. As Dr. 
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Soni has obaearvedi 'Hie employer tuina his empty pockets 
inside oat,, local aothmities show their annual deficits, tbdr 
heajy lialnlities,.jmd.the long list of their pawned resources ; 
and the state has no fixed policy, little sympathy and hardly 
any interest" 

Reeomiiwndations of the Labour Commission 

The Whitley Commianon asserts that the position demands 
immediate attention not . only from Governments and local 
authorities but also from or^ized industry and the public 
since all are deeply concerned. The Commission makes the 
following'recommendations ; — 

(1) A ifinistty of Htalth should be formed in eat& 
Province and a. PnhKc BeaUh Act should be passed. ' The 
Ministry of Health shouU lay down^*ininimam standard in 
regard to floor and cifluc space, ventilation and lighting and 
draw up regulations for the provision of watereupplies, drainage 
system and latrines for vrprking class housing schemes. Public 
Health Departments should also prepare plans with approximate 
costs of different types of houses ..and be available for advice 
to employers and local authorities. 

(2) Town Planning Acts after the British ipodel diould be 
passed in nil the industrial Ptovinces to provide for the acquisi* 
tion and lay-out, of suitable areas for working class pqiulation 
and for the opening up and reconstruction of congested and 
insanitary areas. The Acts riiould also provide for the toning 
of industrial and urban towns whereby in future the erection of 
new factories can be prohibited except in areas especially 
allotted for industrial development, and other areas can be 
reserved for industrial faoiitnt^ schemes. Schemes approved by 
the Ministry of Health dtonld be eligible for Govemmmtt grants 
and loans. Following the example of Madras, a Director of 

21 
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apjK>Ij^ ellp^t'' advfee bi^t 

be- available not only to locb anthoritiea but to leaders of 


indUfttnry. or *:w:ui n: ;•-< ;ii.a .u'; esal:/;!.'/:: rv j 

*' t3) 'the domrii^fin recommend ifffe WtaBlfel^^nt ' 6f 
Imfiravement and Development Trusts in big Cfentres like 


Howrah where they do not at present , exist. It further recom- 
mends that the jprovisioh oT housing ifor the working class^ 
sho61d be a statutory oMigkidfl of these TtuSt^i’ “ ' 


( 4 ) Municipal Councils should* be compelled to appoint 
Health officers and to provide' in every way for the propur 
sanitation of working class houses. They should also see 
that the different building by-laws are scrupulously obeyed. 


(5) Land Acquisition Acts should be so amended in all 
the Provinces as to enable the Government to acquire land on 
behalf of employers from private owners for the housing of 
labour, subject to certain safe-guards. 


(6) Finally, the Commission recommends the starting of 
Co-operative Building Societies on the lines of the housing 
society at present existing among the workers ’ of the Calico 
Mills in Ahmedabad where the worker’s share of cost is 
advanced by the Company. 

Such then are the principal recomihendations of the Whitley 
Commission. It is to be regretted that so far practically 
nothing has been done to implement them. Yef the present policy 
of muddle cannot go on for all time. The employers should 
realise that the industrial efficiency of India fundamentally 
depends upon the existence of a healthy and contented labour 
force. In fairnoss, it must be Emitted that some of the 
employers have fiiltilled their feBpomibility m But 

the other parties, namely, the "iGroverhrtiettt and “ the local 
authorities haye so fax pet;si8t64 tn shirking iheii heavy 



THS INOSBTSDKftSB OF IMMMTNU At '‘LABOUR Si& 

PrinlaJlf AatOBoniiy, Rie poUic authorities in India will boldly 
ifiKse the eoloBstd task ahead. 

**THE INDEBTEDNESS OP THE INDUSTRIAL • 
LABOURER 

Extcint of the evil. 

' Though reliable statistics siXe wanting, it is generally kgtfeied 
that the majority of industrial workers are in debt for thereat* 
part Of their working lives. Many arc born in debt and it is 
not uncommon for a son to aSsutne responsibility for his father’s 
death, the obligation resting on religious and social and very 
seldom on legal sanction. According to the Labour Commi- 
ssion, the proportion of families or individuals who are in debt 
IS not loss than 2/3 of the whole. In die majority of casds, the 
amount of debt exceeds 3 months’ wages and is often far in 
excess of this amount. The usual rate of interest charged on 
these debts is 75 per cent per annum which in the case of the 
man “who is only 3 months’ wage in debt,’’ involves a monthly 
charge of nearly 20 per cent of the wages' ; .apart from the 
usual obligation of repaying instalments of the principal, 
rates of interest as high as 150 per c6nt or 225 p.c. and even 
325 per cent are not altogether unknown. 

Causes of indebtedness. 

(t) The most important single cause of borrowing is the 
•expenditure on marriages. It is not uncommon for a labourer' to 
spend on a maniage the equivalent of a years’ wages and to 
bonow the vdiole of that sum at a high rate of interest. ' Thus 
.as the Labour Commission has pointed out, the Indian industrial 
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worker is too often corned into what may be his ipwn .enshnro*' 
nent for years by social pressure. 

(2) Strikes lasting for a consideraUe period are .also -a-, 
cause of indebtedness inasmuch as the Indian lalXMirer 
normrily lives from hand to mouth and as such has little to* 
fall bock upon in times of voluntary idleness. 

(3) The migratory diaracter of the Indian labourer serves* 
to increase his indebtness in 2 ways : — 

(a) The labourer after returning frpm hiS' village may,.npt 
earily obtain fresh employment During; this period of un> 
employment he has generally to live on debts incurred from the 
jobber or the shop4ceeper <w the professional money-lender. 

(b) Secondly the burden of his debts becomes heavy i» 
proportion to his mobility. The man who moves from mill to* 
mill, from centre to centre, from town to villi^, is an unsound. 
prqxMition from the money-lenders' point of view. a not 
surprising, therefore, that the labourer should hay^ :tD pay 
particularly high rates of interest 

(4) Lastly, the period of wage-payment is 
responsible for the worker’s indebtedness. Where tiie mofithly’ 
system of payment prevails, the worker usually does-not obtain 
his wages before the elapse of 6 weeks. This long, waiting, 
period invariably adds to the embarrassments of the poor, and 
has an appreciable influence in binding the worker to the 
money-lender. It has the further disadvantage, namely, that. 
the worker, being an illiterate man cannot take a long view and* 
as such feels tempted to spend someiriiat lavishly immediately 
after the pay-day, and as such he has to live upon crecUt in tbe- 
closing days of the month. 

■ ' r. ■ 

KeniMial meMWM. 

The Labour Coauaisridn has eiqntici^ its to- oonrietioiii 
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dliat "the weakness the present system is the cmjktrative 
Mtt with whidi the worker can tjoirow sum which lie has 
little prospect of beb^ able to repay. It is lack of education 
jthat ten^i^prevent him from taking long views ; and the offst 
of cash tmm| extent of a hundred or two hundred rupees in 
•exchange fbrn thnmb*print is almost irresistible. The lack of 
forethought in mortgaging the future is illustrated by the fact 
sthat the thumb-print is frequently given on a blank document. 
It is by no means uncommon for the money-lender to fill in 
both the capital sum and the interest rate subsequently, and in 
any case the borrower has no copy of the transaction and has 
usually to rely tmtireffy on the money-lender for a periodic^' 
reckoning of thb position." And as the worker’s debts are 
largely due to the fact that the lender finds in him a profitable 
investment and is ready Mid, indeed,- eager to give him money 
which it is contrary to the latter’s interest to accept, the 
'Commission is in favour of reducing the worker’s attractiveness 
as a field for investment. 

(Ij The Commission recommends the passing of laws 
afftinst uamy xnan vigorous than the existing Usurious Loan’s 
Act of t9tSL ^According to the Provincial Bankit^ Enquiry 
‘Committees, the comparative inaction, so far, is due not to 
inertia but to the general reluctance to interfere with the 
^sanctity of contract and the lack of faith in the efficacy ci 
Sepslation. The labour Commission, however, does not 
regard this objection to be very strong or insuperable. 

(2) The Commission also recommends some changes in the 
‘Code of Civil Procedure in order to prevent the moneylender 
ditotn securing the atmduaent of the debtor’s wages in the 
case til ' every workman receiving less than iU. 300/- a 
iponth. 

(3) The Commisnqn further^ recommends tiiat for ^ 
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diiibial worken i^iv3i^lig§’tB'Srf'fei^lOC/o'ainontti, arrest atuf. 
itnprisenment for debt should be abolidied except where the 
debtor has been proved to be both able and onwillUig to pay. 

(4) It is also recommended that bmofidt Proyii^t funds. 
shoiJd be protected from attachment. . , * 

.■,, (5), Pqwer shQWl4i*lso. be. given, for summary liquidation 
of debts on, th^ lines of prchijary Jptupiyewjy jE^ooer. 

(6) Moreover, the period of limitation of unsecured debts 
which is at. present 3. years should .be reduced to* 2 years, nor 
^ould the creditor who has secured a decree , be permitted to 
keep the decree alive for 12 years. 

(7) The Commission also recommends that besetting an' 
industrial establishment for the violent recovery of debts on- 
the pay day should be made a criminal and cognizable 
offence. 

(8) Lastly, the Commission recommends a shorter period 

for wage-payment. The method of weekly payment is 
particularly commendable in most c.ases. ^ 

Conclusions 

Though the Labour Commission relies chiefly on legislative 
measures for the cure of indebtedness, in our- opinion, legisla- 
tion alone cannot solve the problem. There is the further risk, 
that the money-lender might be scared away by. too stringent 
measures against him and the financial position of the indus- 
trial worker might be impaired rather than improved at l^t 
for sometime. In so far as the indebtedness of die industrial 
worker is due to social catues, the fundamental remedy ;^uld 
be social ttxh&x than legal and for. that puipose the sps^ DC 
education is an imperative necessity. 
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HittoiY of akovoin^li ’*'*''* ^ ^ . 

lft'.»ladiA*tl)« Mooiation of employeis in a particular 
industry .for the, advanc^ement of common interest came intO' 
existence much earlier dian the association of labourers Ibr 
promoting common. , labour interest. It was only during the 
early post-war years when the grave economic difficulties of 
labour, followit^ the. phenomenal rising prices and the general 
political tension, together with the world-wide uprising of^ 
labour consciousness, instilled into the minds of . the labourers' 
the necessity for combination for advancing their own interest. 
The main difficulty during this period centred on the question 
of recognising the labour leader drawn from outside the ranks of 
labour. Employers as a rule, were ready to treat with Unions 
led by their own workmen but refused to recognise any out- 
sider. 

In 1920, however, the Government of India accepted the 
principle of the right to employ outsiders. 

In 1920 the All-India trade Union Congress was established 
as a mark of recognition of the Common interest of labour 
throughout the country. The Congress has served until 1929 
as a meeting place for all types of trade union activities in 
India and as a link between Trade Unionism in India and in 
Europe. 

In 1926 the Trade Union’s Act was passed which confened 
certain privileges as well as obligations on registered Trade- 
Unions. The Act gave an enhanced status to trade uniozB 
particularly in the eyes of the employers and the general public. 

While the official recognition of Trade Unionism w^ 
calculated to keep the Indian labour movement oh the. jpath of 
ordiddoxy, a disintegrating fotce;appeared oh the s<»ne with^ 
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the infiltiation of Commanbt ide»ntta the world of labour. 
The main inspiration came from MoicoWt the Soviet Head- 
quarters and in the All-India Trade Union Congress of 1928 
Communism met with a signal triumph. In 1929 serious 
<hdeiences arose on the question of affiliation to the P an- 
Pacific Trade Union Congress (which was a communist orga- 
nisation) and of the severance of the connexion with the Inter- 
national Labour Organisation at Geneva. These differences 
culminated in a split, and the more orriiodox sections seceded 
from the Congress and founded the All-India Trades Union 
Federation. Since then, the Indian labour movement has been 
marked by disunion and disintegration. 

The right of labour to organize for revolutionary purposes 
was tried in the famous Meerut Conspiracy case and the 
decision of the special tribunal was tantamount to a denial of 
such right. 

With this brief historical introduction, we now pass on to 
a discussion of some of the specific problems of Trade Unions. 

Difficulties of Trade Unionism in India. 

The difficulties of trade unionism in India are partly inter- 
na! and partly external. 

As regards internal difficulties, we might mention the 
following facts : 

(1) The migratory character of Indian Labour. Healthy 
Trade Unionism requites the existence of a stable industrial 
population which is largely absent in India. 

(2) The general lack of education among the labourers. 
Active participation in trade union activity n^ixei some 
amount of literacy aiu) a comparatively wide "outlook, both 
of which axe largely absent in the world of Indian labour. 

(3) The jtauwfyof dieaverage wdrbr is another setk^ 
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handicap. Trade.Ufijona in India ate aerioudy handicapped 
by paucity of hinda in as mu^ as most labouron cannot even 
affoid to pay the soudl sidtseiiption which membership entails* 

(4) The kettrogtHtms nature the leJmr^oru in most of 
the industrial ceitttes presents another serious difiiculty* 
Differences of race and language and absence of a cornnMn 
Ungaorfranca serve to divide the ranks of labour. 

(3) The active opposition of tke_ jobbers to anything 
resembling a hotisontal organisation of workers presents a 
further difficulty. 

(6) The absence of a democratic spirit among the industrid 
workers is a fundamental defect inasmuch as healthy trade* 
nmionism can flourish only when the labourers are imbued with 
genuine democratic sentiments. 

(7) The exotic origin of trade unionism makes it all the 
more difficult for the illiterate workers to appreciate the nature 
and obligations of trade*unioni membership. 

(8) Last, but not the least, we might mention the fact 
'that trade-unions in India have not yet been able to secure 
leaders from among the ranks of labourers. The typical 
'trade union leader is gei^erally a middle class lawyer who 
devotes all his energies to the furtherance of labour interest 
either in a philanthropic spirit or for political purposes. 
These men no doubt render yeoman's service to society, but it 
must be confessed that they should have no place in an ideal 
labour union. Tliey have seltbm a complete knowledge of. the 
technical details of industry and as such they can hardly hope 
to meet the emptoyer on. equal terms .in any . hegotialioihs. 
'Secondly, their toaining makes them unable to. imdeisiaiid; 
ffie real difficulties and grievances of ^ labourers, thirdly, diey 
•sometimes attempt ttK> much and th^y they dtminiidi their 

Osm effisetinei^ .l4HS}y^^tholsotthat 
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tbnds to weaken its intensity tdfiiS soinMiines' diminishes thdir 

sense of responsibility,, j.,, , 

(B) As regards .external difficulties, the main difficulties' 
come!'Jboth,frQni the Gpverpment.and the empbyeis. Of cputse, 
since thB.p 2 tssi.og of the Trade. Union Act of .t92bt the.Qovern- 
ment and tlie employers have iormaUp facpgnised^ Roistered 
Trade Unions, but even nojv most Trade. Union activities are 
looked, upon with, suspicion by the Goy^nment .and the 
capitalists who seem to scent communism everywhere.. , This 
attitude, however, is highly deplorable and even .short-sighted 
from . their own point of , view. Particular employers , in 
particular places might reap some advantage from the repres- 
sion of labourers. But they should realise that “whilst the 
advantages to be gained from repression, are temporary and 
precarious, those that accrue from a healthy organization are 
lasting.” The policy of repression thus is more likely .to give 
Trade Unionism a revolutionary turn which can be averted only 
^ a policy of active and sympathetic guidance. 

TRADE UNION ACT OF 1926- 

Main Provisions. 

>■ (1-) cXbe Act gives a legal recognition to Trade Unions 
and is mainly based on the recommendations of the Royal 
Commission on Trade Disputes and Trade Combinations that 
sat in England in 1935. Yet this Act differs from British 
and Dominion legislations on the subject mainly in the fact 
that the application of its provisions is restricted to 'those- 
unions which me registered undm i^. 

(2) Under this Act, jTrade Unions may or may nPt be 
registered^ though registered trade unions have some privileges: 
as well as obligations. , ' ' 
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(3) As i^|;|»Dds ohHgi^ions, t^isteied imions lAUsC 
have amo^ tb(t;obi^c(s f(N, which {hqr are 

Thfijr jpmt ^uh audited.acGopn®' eiwiy jreat,. 
and at least one^ialf of the .iD^pfibeTs of the Executive mutt hs 

adjual.wotjl!^, , 

. ( 4 ) ^regards ptivileges, it has been provided, 

(a) T^t aU Xrade^ Union oflqials, acting in furtherance of 
legitimate objects of t}ie, unipn, shaU he granted immunity from 
criminal .liabiiity apdalaq shall npt.be indicted for conspiracy ; 

(b) That np suitsh^ll. be maintainable .in any Civil Court 
against any officer or member of a registerd union for .any act 
done, in furtherance of the legitimate objects of the union, on 
the ground that such an act induces some other persons to break 
some contract of employment 

(c) That no suit shall be maintainable in any Civil Court 
against a registered trade union for any act done by any person 
acting on bebalf of the union, provided such acts are not 
authorised by the union •, lastly, 

(5) That a. registered Trade Union may collect funds from 
its members on a purely voluntary basis for the promotion of 
any civil or political inferesjs of its. members. 

LABOUR LEGISLATION IN INDIA. 

The necessity for la|>oiir legislation. 

> ' The necessity for laJbhur lagtslarion has been keenly felt in 
all countries where industrialism has made some progress. The 
Industrial Revolution in England took place at a tiine when 
die:doctrine of ktsm-jaitf .was^ the, universally accepted creed 
of the. people. It was then. fervently believed that p^grett oontiiE/ 
be achieved only 1 ^ a complete surrender to .the procenof 
Natural Section whidh ittiuited complete non*intervttttiod‘ 
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in the relations between labour and capital on the part of aill 
■external agencies. If Natural Selection meant mudi hardships 
and miseries to the factory workers, they were explained away 
as the necessary price for evolution. 

It was only in the second half of the 19th century that 
it came to be generally recognised, that lilature was not always 
a trusty guide for man and that Natural Selection should be 
countered by an Ethical Selection. This new out>look gave 
rise to the doctrine of State Socialism irtrich has been accepted, 
to a greater or lesser extent, by almost all the civilised nations 
of the world. Now, for the first time. Labour Legislation 
obtained its theoretical support and nowhere else has it become 
■so advanced in character as in England, the birth-place of 
modem Industrialism, and formerly the greatest champion of 
Lttiisetrfmn ideas. 

Bfginiiinga of Labour Legislation in India. 

Though the necessity for a Factory Act was first pointed out 
hy two Bombay officials, the first serious eflbrt in this direction 
was significantly enough made. on.an insistence from Lancashire. 
The ' growth of the Bombay Cotton Mill Industry alarmed the 
3ritidi Cotton interests and just to cripple the competitive 
’ ■strength of its rival, the hbmchester chamber of Commerce 
urged the Seaetary of State for India to apply to India the 
British factory Law. Accordingly, a fectory Commission was 
appointed in Bombay in 1875, and the Factory Act of 1881 was 
passed. 

The Act of 1881 applied only to children working in 
‘factories which employed nbt leai|^riutn a bundled "jetsons and 
which used ]^wer. The age 6L7 years was ptescribed as 

mmimum age for working diildren. Aduld(who8e age .nnist 
lie between 7 and 12 years) could' wofk for a mgadinnin of9 
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houis a day with an hm^s daily rest and with four holidays^ 
in the month^ ' 

The Act of 1881, thoiq^ it was a trium^di for conservative 
opinion, aroused much political opposition in India on account 
of the peculiar nature of its origin. A strong feeling grew up in 
India that the Government was being influenced by “ignorant; 
English philanthroinsts and grasping English manufacturers,’' . 
that in drafting the legislation the hand was the hand of 
Manchester. 

The Act, however, did not satisfy Lancashire and largely 
thanks to its agitation, a second Factory Act was passed in 1891.. 

It applied to all power^ising factories employing not less than 
fifty persons. A working child for purposes of factory employment 
was defined to be.between the- years of nine and fourteen. Maxi* 
mum hours of work for children were defined to be seven per 
day and the working time both for women and children was. 
limited to the hours betwemi 5 a. m. and 8 p. m. Marimum. 
hours of work for women were defined to be 11 hours per day. 
Some provisions for resting intervals were made both for mem 
and women. 

Tlw factory Act of 1911. ' , 

The rapid development of the Cotton Mill Industry of 
Bombay and the Jute Mill Industry of Bengal led to great 
exploitation of labour Accordingly, a more comprehensive Fac- 
tory Act was passed in .1911 which applied to certain seasonal 
factories as well. Owing to the great abuse of child Ubour,. 

, the {ffoducing of an age certificate was made compubmiy for 
the on^yment of all cluldten. Maximum hours of w<^ were 
piesciibed as six for ch|^^ Ind twelve for adult in all 
. textile fiactori^. Night for women was pn^bited except 
in tite iMM of cotton ginning mid prefsii^. factories. .^visugi|.. 
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wae also made for the better saaitation.and better inspection 
of factories. 

Factories Act of 1922. ... 

The next step forward was taken in 1922. It was made 
inevitable by various and complex fofces; stich as the' growing 
industrialization of the country, the Post*wai' growth of labour 
consciousness, the abuse permitted under certain exemptions in 
the old legislation (e. g. the night work for women in cotton 
ginning and pressing factories), as well as the assumption by 
India of certain international obligations due to her member- 
ship of the International Labour Organization. The Act applied 
to all power-using factories employing not less than 20 persons 
while option was given to the provincial Governments to 
extend its application to factories, whether power-using or not, 
employing not less than ten persons. The children’s age of 
employment was prescribed to be between 12 and 15 years. 
Hours of work for adults were limited to sixty in the week and 
1 1 per day, a week consisting of six days. Provisions were 
also made for compulsory rest intervals, for the appointment of 
qualified whole-time inspectors, for better sanitation and for 
more effective safety measures. 

The Act of 1922 underwent two amendments in 1923 and 
1926. The first amendment removed a minor defect as regards 
weekly holidays. The second amendment related to certain 
administrative difficulties as regards the provisions fd!r rest 
intervals. Provisions were also made for prohibiting* the 
cleansing of machinery in motion, for better reporting of, 
accidents, for preventing guardians from employing cbUdi»n 
ihtwoor more factofies on -the santeday, and fbr 'incltu^fig 
electrical generating statiohs'-and' .^er-woite within thesebpe 
of fectoBj-law. In 1933 the Children (Pledging of Lidjout) Act 
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pledge child labour in exchange for advance money. 

iTh« FacUries Act ti IttMi 

ji passed in order to liniilebent 

s6me of the recomihendations of the Labour Commission 
Report. Its outsaniing provision related to hours of work for 
adults, the maximum prescribed being fifty-four hours in the 
week and ten hours per day in the case of perennial factories. 
The hours for children were laid down as five per day. 

(2) The Act also recognised a third group of workers 
(persons over fifteen and under seventeen years) who were to be 
regarded as children unless declared medically fit for adult 
employment. 

(3) The Act recognised the principle of ‘spread^wer’ and 
limited the number of consecutive hours to thirteen for adults 
and to seven and a half for children. 

(4) The Act also provided for better welfare arrangement 
in factories, such as resting shelters, cooling arrangements, first 
uid appliances, creches for tht children of female workers. 

(.S) The Act also prescribed both the ektent of and pay- 
ment for over-time work. 

The Payment of wages Act of 1936. 

This Act, based on the British Tiuck legislations, is calcula- 
ted to giye effect to some other recommendations of the Indian 
Labour Commission which were not embodied in the Act of 
1934. The Act mainly lays down the principles for finds and 
deductions from wages and is meant to apply in the first instance 
to factories and railways, thoi^h local •Governments 
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empowered to extend its scope of appUcetion. - Its main' 
provisions are as follows : 

(1) Wages inehide bonus and contpeasation paid'j^or 

dismissal but not gratuities or employer’s contributions to 
provident funds. ^ 

( 2 ) No wage period shall exceed a month. Wages are to 
be paid before the expiry of the seventh day after the wages. 
are due. 

(3) Deductions from wi^es are permitted only in . respect 
of fines, absence from duty, dmnage to or loss of goods expressly 
entrusted to workers. 

(a) No fines are to be imposed on children below the age- 
of 15 years. 

(b) No fines may be imposed except in respect of such 
acts or omissions as have been previously exhibited in notices- 
approved by the local Ck>vemment. 

(c) The total amount of fines that might be imposed om 
any particular person during any wage>period shall not exceed 
half an anna in the rupee of wages for that wage-period. 

(d) No fines can be recovered after the lapse of sixty 
days. 

(e) The proceeds of all fines ate to be spent on beneficent 
works for labourers. 

(4) Deductions for absence from duty shall not bear w 
larger proportion than the period of absence beats to the period 
of duty. 

(5) Recovery of an advance made before employment, for 
reasons otixer than travelling expenses, shall be made from the 
first payment of wages in respect of a complete wage 
period. 

(6) Inspectors of factories shall be responsible for the 
adminisfration of this Act. 
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Tbe fint Mine* Act wn ’passed in 1931 whlliih ^roirlfliSd for 
the ni^ntment of irfspectora.' With the devdopment-' of tbe 
••liiililng* industry, the' inadoqttacy of Uie Act was realised and 
.acsordmgly in 1923 « new'Act was passed. It prescnbed sixty 
hdtm |)er>week as the mayinmm forworic above-gtoand and 
fifty-foot bouts per wedc for ander-gtound workets, a week con- 
sisting of not mote than six days. Under-ground wade was 
prdiibited in die case of all persons below thirteen years of ige. 
Nothing wat done to prohibit the work of women onder-gtound^ 
as women workers fcaned 45% of the total nutnber of nndst' 
ground workers. In 1^29 the Government of India made its 
first effort to implement the recommendations of tbe Washinton 
conference in , regard to the employment of women. Rota- 
tions were passed to exclude all women workers from under- 
^$eowA mines except in certain exempted mines, namely, tbe 
Opal mines in Bengal, Bihar, Orissa and C.P., and tbe salt 
mines of die Punjab. In tbe latter mines, tbe Government 
promised to apply the prefoibition with effect from July, 1939. 

The Government's hesitation in this respect is due to the 
C^i^tion of the mine-owners. From tbe latter’s stand-point, 
fiunale hiboar is very convenient on account of its rdative 
du^tqmeas and docility. Moreover, die working unit iti t|ie 
s^ng areas is the family. The exclusion of female labour, 
dbeief^ unless it is accompanied by a substantial increase in 
the wages of adult males, might result in labour shortage which 
would precipitate a fresh crisis in the mining industj^r. On the 
*pj ^ lmh4 from the social standpoint, it is iinpen|tive that 
iduMdd not be allowed to work under-ground With foales. 
^ih of 1923 did not regulate tbe hours of *work "ia 
the skMbog areas, an Amendpient ActVaa in 1928 whl||hi 

22 - 



938 




pemiitted a doutdMhift systeo) a» ttlit dm«etof wotkewooold 
work for twelve hours at die maximunu 

The last Amendment Act was passed in 1935 which prescribed 
a 54<hour limit per week at the rate of not more than- 10 hours 
per day in the case of surface' workers and not mote than 
9 hours per day in the case of under-ground workers. Provision 
was also made for rest intervals in both the cases. 

Besides the above Mining Acts, there have been established 
Mines Boards of Health which look after the health of the mine- 
workers and which have been authorised to compel mine- 
owners to provide housing and sanitary facilities for their labour 
force. 

Labour Legialation for Railways. 

We have already seen that railways workshops have been 
included within the definition of factory for purposes of factory 
legislation. The other classes of railway workers were left 
unprotected, though the Government of India ratified both the 
Washington and Geneva conventions in their application to 
Indian Railways. 

With the passing of the Indian Railway (Amendment) Act 
of 1930, a step forward was taken for the fulfilment of the 
Government’s international obligations. The Act provided that 
a railway servant most not work for more than 60 hours a week 
on the avert^e in any month though the ma.\imum for seasonal 
or temporary workers is 84 hours per week. The week in botir 
the cases is to consist of not more than 6 days. Temporary 
exemptions, however, are provided for in cases of emergency 
and exceptional pressure ofwodc. Supervisors might be appoin- 
ted by the Govenunent for observing the actual execution of tiie 
piovimons of tiie Act 
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'Worinate*tC»Hi>wwnm0ii Act af • 

The idea of eompenutton for accidents occurring in the 
course of the workers* regular employmoit and as a result of 
'the risky nature of the employment is of comparatively recent 
groarth in India, though in the west it received legal recogni* 
tion fairly long ago. Of course, in India a Fatal Accident’s Act 
was passed as early as 1883 under which an employer could 
be sued in the case of a fatal accident occurring in the 
course of work but this Act has been practically a dead 
Jettetk 

It was in 1923 that the first comprehensive compensation 
Act was passed in India. 

It applied to all factory workers, mine workers, transport* 
workers, dock labourers, telegraph and telephone linesmen, 
under-ground sewage workers and certain classes in the build- 
ing trade. 

There are two scales of compensation, one for death and the 
other for fatal permanent disablement. As regards death, the 
'dependents of adults defined as persons above 15 were entitled 
to a compensation equivalent to the worker’s 3D months’ wages 
subject to a maximum of Rs. 2500/-, while as regards a minor 
'Only Rs. 200/- had to be paid. 

In the case of permanent disablement, the .adult worker 
■could claim 42 months’ wages and a minor 84 months’ wages 
■subject to a maximum of Rs. 2500/-. No compensation was to be 
pmd for the first 10 days of disablement. Special commissioners 
ware appointed for the administration of the Act The Act, 
however, did not confer the intended relief on account of \he 
general ignorance and the migratory habits of the industrial 
laboareis and also on account of the expensive litigation 
wfaidh is sometimes involved in pudiing the employee’s 
■claiui. 
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Acts of 1929 and,1931- 

Th(! Compensation Act has tjeen ammded 
1933. The fitst Amendment extended the scope of its qpewdon 
by including workers engaged in winning natural petrokEvn or 
natural gas or in occupations involving blasting operations 
and provided for the protection and investment of luiqp suqisii 
payable to a woman or persons under legal disability. 

The Amendment Act of 1931 brought within the scope- of 
Act workers engaged in the construction of aerial rope-waysi 

Lastly, the Amendment Act of 1933 greatly extended the 
scope of the Act by including workers both in <»ganized and 
unorganized industries. For example, drivers of private motor 
cars, divers, keepers of wild animals, plantation workers and 
even out-door workers in the Indian Posts and Telegraph 
Departments and certain other classes of workers have been in- 
cluded within the scope of the Act. 

The scales of compensation have also been largely increased, 
the minimum by over 100 p.c. and the maximum by 60 p.c. 
Thus for adults the maximum amounts of compensation for 
death and permanent disablement have been raised from 
Rs. 2500/- and Rs. 3500/- to Rs. 4000/- and Rs. 5000/- respec- 
tively. 

For minors the amount is the same in the case of death but 
for permanent disablement the adiount has been reduced^ to 
’ Rs. 1200/- only. 

It is difficult to discover any reason or justice in the iast 
ptovision of the new amendment. ,, 

Y jjPtovisions have also^been made to ensure betta adnunistra- 
tion of the Act. 
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B^oxe the Gvwit war, a strike was a ^rather rare pbenpine* 
-npn in'^idia. In the absence of leaders^p and organization, 
•the industrial wod^ found it best to return to his village 
whenever conditions became intolerable. Tbe Post-war years, 
however, Ivought about a complete, sea-ch^ge. Prices had 
risen, but wages lagged behind. On the other hand, labour had 
become compiaratively organised, and alx>ve all, had realised 
the potentialities of concerted mass action. No wonder, then, 
that industrial strikes should become almost the order^ of 
the day. 

Towards<the close of 1922, the Post-war boom was definitely 
over and from 1923 to 1927 prices remained comparatively 
stable. It is significant that during this period there were 
very Iktle signs of labour unrest. Since 1928 prices showed 
a downward trend, and the efibrt on the part of employers 
to cut down wages or to retrench their staff, or to rationalise 
their industry at the expense of labour, was greeted with a 
■qwte of strikes notably in the Cotton Mill Indus^y of Bombay, 
the^ Xata works at Jamshedpur and some of the Indian 
Railways. Recendy, there were two big strikes, one in the 
B. N. Railway and the other in the Jute Mill Industry of 
Bengal. 


of dispHtM. 

According, to official statistics, a large majority of the 
strikes is rdated to the question of pay or bonus. In other 
-OpKiSi it is generally due to the question of personnel when the 
deinapd of the woriters,is for the re-installment or dismissal of, 
iqffitidiuds. / > . . 
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Causes, un^iotmected with the industry, plaf | n^ohh staaltef' 
part in strikes than is generally supposed. Pofitical agitators* 
cooununist leaders and occasionally unscnipuloos men interes- 
ted. in the effect of the strike upon comnxxfitiee and share 
markets, have no doubt sometimes played an active part in 
the organisation of strikes. But as the LAbonr Commission 
has observed, "Although workers may have been influenced by 
persons with nationalist, communist or commercial ^ds to 
serve, we believe that there has rarely beefn a strike of any 
importance which has not been due, entirely or largely, to 
economic causes. 

Industrial strikes, of greater or lesser intensity, are an usual 
feature of modern capitalism everywhere and the right to- 
strike is a fundamental right of labour recognised in every 
democratic country. Nevertheless, one can not assume a 
complacent attitude towards the frequent occurrence of 
prolonged strikes in as much as they involve grtat losses to 
the labourers, employees and the community at Ikrge. Every ■ 
civilised country should provide itself with machinery both- 
for preventing the occurrence of a strike, and where prevention 
is not possible, for settling the di.spute as rapidly as possible. 
In India, so far, practically nothing has been done few preven- 
tion, though it is a platitude that prevention is better than 
cure. As the Labour Commission has observed, an important - 
factor at work in .creating industrial unrest in India'is (he-. 
lack of contact which too often exists between employ^ and 
employers. In India, it is almost universally true 
management and supervision of industry is in die hands (ffiben 
not only of a different class but also of a di'fflnfecjt iwnr.flEom. 
those of tbe workers. Thirdly, there is the./awjytswj^ difiim 
which acts as a further bar td mutual understaiKlhii'tiiRikiMas- 
labour and Capital. Lastly, the Managihg 'Agency 



tmiitmut'Mtipm > 


9Ctt «i«ti «ddidoMl impediment, ae Hid labourem cm imaef 
deal directly with their employers who control many bosineasee 
as at the same time and generally in different places, 

Saggeataid Metkoda for preventing diapntea. 

llie Labour Commission strongly emphasises the need fof 
establishit^ closer contact between employers and employeet, 
as that alone can create an atmosphere unfavourable to disputes. 
The Commission refers to three possible methods ; 

(1) Development of healthy trade unions with access to 
those responsible for the management of an industry ; 

(2) Appointment of labour officers whose functions will 
be to look to the comforts of the workers in every way and 
to act as an intermediary between employees and employed ; 
and 

(3) Formation of work Committees on the lines of the 
Whitley Committees in England. 

These Committees should serve as a common platform 
where representatives of the labourers and of their masters 
should meet on equal terms for the mutual exchange of ideas. 
The main obstacles to the setting up of such^ Committees are 
Jlrst the reluctance of employers to treat the labourers’ repre* 
sentatives on an equal footing, und secondly, the fears of the 
Trade Unions that their importance and strength might be 
under-mined by such close co-operation with employees. 
Both these prejudices must be overcome. 

Cxbting Methods for settling disputes. 

Sdcb then are the principal methods for the prevention of 
industrial disputes. We now proceed > to discuss the existii^ 
nachioery for the settlement of industrial dt^iutes. 

The wemnovn atethods ttf settlin|[ indt»ttial disputes ate* 
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of nteMoHm', et^i&atian^ aw}" aAUimHoiit' b Ifidia; 
uuidiation had seldom beeo< resott^ to, tfrougb 'the otbtt 'tw 
machineries have 'been in existehce for sometime.' In Ahmedw 
bad, there has been a permanent aib itration board ever since 
1920 consisting of one nominee each of the two Ateociatitfos 
~^ne representing labour and 'the other representing the 
employers. As Mahatma Gandhi has always been the labour 
representative, thanks to his dynamic persorrality, the 
Ahmedabad Board has been signally successful in its mission. 
Hence we have no reason to believe that similar experiments 
will meet with the same amount of success elsewhere. Besides, 
Ahmedabad is almost unique among the industrial centres, 
of India in that the employees and the larger proportion of 
of the workers are .more or less akin both in religion and 
tongue. 

The Trade Disputes Act of 1929i. 

(1) The Act, though principally based on the British 
Industrial Courts Act, differs from its model in that it does not . 
provide for any standing Industrial Court. 

(2) It provides for the setting op of!C»urtt Enquity Or 
Boards of CoHaHation to which sux industrial dispute mi^ 
he referred. The Court of Inquiry is to consist either of. an 
independent person or of an independent chairman and sndi 
other independent persons as might be appointed A Board o£ 
conciliation consists of an independent person or of an inde*- 
pendent chairman and of other membm who may be ei'dier^ 
independent or may represent parties to the dispute. It'ib 
the duty 'of both to endeavour to investigate the 
primarily with a view to its settliasent' and steotily mkko 
viewmenligbteningJtb&paUictegai^Qgits'mmits.’ ' ^ ' 

(3) , Ihe Act^alaoaiecdaieoaieViif^fati^ 



as'dio an which (ft) t&ve any 6bieibt‘6tlMtt‘tI)inittbe^ 

■ futthetfthce'of tiie dispute in’ thh trade or industry, concealed, ' 
or (b)' afe 'desired or calculated ' to inflict severe, generaf fttid^ 
prohmged hardship upon the community. Afiy funds raised or'^ 
used for such strikes are also illegal. 

Mhrilft'mndsleoierita of the Act. 

ta) A commendable feature of the Act" is the ahsentt of ', 
(ompitsion both irt the matter of the nference of disputes to 
arbitration and in the enforcemnt of the awards Of the 
tribunals. As the Labour Commission has pointed out, if 
there were compulsory reference of every dispute, the effect 
on industry would be disastrous, as it would discourage 
all internal efforts for the preservation of industrial peace. 
Similarly, compulsory arbitration might deprive labourers of ' 
the only means by which they could secure justice in a capi- 
taUst- MgiiBeb Moreover, it is impossible to co-erce large 
number of men into accepting terms on which they are un- 
willing toworic. 

(2) The Labour Commission has criticised the Act as it 
ptovides for tribunals instead of the permanent Courts 
wbkh have been established in England. A permanent tribunal 
has die dual, advantages of eliminating the delay inevitable- 
in setting up <uf Aor tribunals and of bringing into existence 
tnett^fSperiihKed in handling industrial disputes. But there 
possible diMdvantage, namely, the members of the-. 
’^ibuE&l may not enjoy the confidence of the parties to differ. 

-^If'^iit die hiort serions defect of the Act is its virtual 
diirifon^iibr fha^ in public utUity services ase illegal. 

‘9lliril^<dei^H»tion ift.’t^^ to an ittocic 'Ott't^' fundn- 

No doubt, iabourets 
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th« social security services, such as the supply of water, 
sanitation, light etc. have a special responsibility. But' sodden 
strikes in these occupations have already been made a aiminaT 
offence under the Indian Penal Code. Strikes in public utility 
services should have been differently treated. Morever, the 
weakest point is that while the Act restricts the powers of 
workers to co-erce their employees, it gives in return no 
assurance that their grievances will rcce ive a hearing, though 
lock outs have also been declared illegal as a partial protection 
cf workers. 


INDUSTRIAL WELFARE. 

Meaning of the term. 

Welfare work refers to “all efforts which have for their 
object the improvement of the health, safety and general well- 
being and the industrial efficiency of the worker.’’ It is inspired 
at once by humanitarian and selfish motives. In so far as 
welfare work serves to make the lives of the workers more 
worth-living, it can be regarded as humanistic. On the other 
hand, in as much as welfare work tends to make labour more 
efficient and more contented, it can be regarded as selfish from 
the wider point of view. ^ 

Welfare work has been classified under two beads : 

(a) intra-mural, and (b) extra-mural. The first relates 
to activities insule the factory, the second relates to activities 

outside the factory. 

The part played by different agencies. 

There are principally four agencies for welfare work. The i 
employers! the state, humanitarian social service institutions and 
the emidoyees. 
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(1) As r^aids the employees, difler^t fBifrfofjrftes luiVft 
inteipreted their duty in this respect in widely different' wsyst. 
There are some factories which would compare favourably in j 
lay-out, cleanliness, and general well-being with any factories- 
in the world ; there are others in which the welfare of the 
irorkers is almost entirely neglected. Fortunately for the 
majority of the operatives, the larger factories are, on the 
whole, better than the smaller ones. It is the want of know- 
ledge rather than unwillingness which prevents some factory 
owners from introducing further improvements. 

(2) The state, on its part, has passed some healthy legis- 
lations which we have already noticed, though India is still 
for behind some of the highly civilised countries of the world. ] 
For instance, we do not possess in India a Mimmum Wages 
Act, an Unemphyinenf Insurance Act, a Sickness Insurance Act, 
Maternity Benefit Act, a Labour Housing Act, a Compulsory 
Free Primary Education Act and so on and so forth. E.^isting 
State regulations as regards hours of work arc also regarded as 
unsatisfactory. Indian public men and labour leaders are un- 
animous in their demand that India should adopt a 48'hour 
week in view of the exhausting nature of indastrial work in a 
tropical climate like ours. Thus the state has yet to embark 
upon a bolder and more enterprising labour policy, in order • 
to fulfil ifo part in industrial welfare. 

'As- regards social service institutions, much good work has 
been done by the Y. M. C. A., the Bombay Social Service 
League, the Servants of India Society, the Maternity- and Infant 
v^lfoxe Association, the Depressed classes Mission Society and 
several: missionary Societies. 

Lastly, as regards employees, they have practically done 
little to help themselves, though they can do much by means 
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Itoms of Welfare work. 

The main items of welfare work comprise the following .* 

(a) Education. 

(b) Medical aid 

(o) Maternity benefits. 

(d) Recreation. 

(0) Housing. 

(t) Co-operative Conaumers' societies. 

(g) Tea-shops and Canteens. 

(h) Creches for chiidren. 

(1) Provision of dining sheds, resting belters, aiftquate 
water supply both for drinking and washing purposes. 

(i) As regards education, we have already seen that practi- 
cally nothing has been done to introduce compulsory primary 
education among the factory operatives and thetr children. 
The illiteracy of workers is a great^ handicap both from the 
point of view of their efficiency as well as of their proper 
organisation. Education for labourers should be at once gene- 
ral and technical. General education is necessary for develop- 
ing a healthy outlook free from the prejudices and superstitions, 
the narrowness and fanaticism which too often fill the minds of 
rural labourers who migrate to the factories and mines. Edu- 
cation will also inspire a craving for a higher standard of living 
which is essential to the success of any scheme of labour uplift. 
Above all, education will enable the worker to re^^j|M the 
importance of his position in the industrial organisi^tiw and 
this will give him greater bargaining strength. Technical 
education will directly improve the efficiency of the labourer. 

(ii) As regards medUat aid, medical facilities for males 
'have been provided in most of the major thctories, thjDVgh the 
supply of lady doctors for female operatives is still almost an- 
•existent. 

(iii) As regards maternity bsnefitt, certain eidightmieijl 
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et^ploywifii iQ>the f^otoriM, mines >«nd plsatations bave^v^ded 
vations floncessions for their female workers it) pet|o^ ofxUld* 
-.birthi but - there is no uniformity of practice in this xeapeot. 
In 1924 Mr. Joshi introduced a Bill in the Indian ' Legislative 
Assembly which provided for the grant of leave six weeks 
•" before and after confinement and of maternity albwapcesby 
' Local Governments from a maternity benefit fund subscribed to 
by employers. The Bill, however, was rejected on the ground 
of being too advanced. 

In 1929 Bombj^y passed the Bi^mbay Maternity Act which, 
as amended in 1934, prohibits the employment of women for 
four weeks following each child-birth. A woman can also 
claim concessions for four weeks both before and after confine- 
ment, provided she had been working in a particular factory 
for t\ot less than nine months. The Act at present applies 
only to certain specified ckies in the Bombay Presidency. 

(iv) As regards recreation^ provisions for out-door games, 
cinemas, magic lanterns, dramatic performances etc. are likely 
to enhance the attractiveness of factory life. These have been 
done only by a few enlightened employers and some of the 
■ Social, Service Institutions. 

The Problems of Housing and Co-operative societies have 
already been discussed elsewhere. 

As regards tea-shops and canteens, a larger supply of these 
facilities will do much to cure the drunkenness of labourers. 

Lastly, as regards provision of creches, dining sheds etc. a 
•a great deal of lee-way has yet to be made up in these 
directions. 

■) ' 

/-IpnteWteBS '' 

<1h tire foregoing pages we .have briefly outlined some of the 
outstanding ptoblema indjijutrial labour in India ^d hayOi 
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lefetred to the various ^ uieairaia fay the state Md some of the 
employets for the betterment of the worker’s conditions of 
existence. The impression that our survey conveys to oar 
mind is that India is still lagging far behind England and 
other advanced countries in her constructive and humanitarian 
works for the welfare of labourers, and that there is much 
greater exploitation of labour in Indian Capitalism than in dte 
Capitalism of the West. 

The fundamental reasons for such backwardness are to be 
traced hrst in the peculiar circumstances of India and secondly 
in the nature of Capitalism itself. 

As long as business is guided by the motive of profit rather 
than that of service, the state in which middleclass interests 
predominate must necessarily look at all proposals for the 
amelioration of labour primarily from the employer’s stand- 
point. The state in India is not only a middleclass state, 
but also one entrusted with the task of safeguarding foreign 
vested interests. On the other hand, Indian labour, thanks to 
its illiteracy, its migratory nature and lower physical stamina, 
has not been proved to be as efficient as its western counter- 
part. 

Both these reasons account for the relative backwardness 
which we have just referred to. 

Whatever be the explanation from the strictly business point 
of view, it will not be just or wise to neglect the human side 
oKthe problem. Man is not only the most important agent of 
production, but also the final goal of all production. A correct 
system of national economy, therefore, must be judged by a 
human valuation, i.e. valuation in terms of maximum human 
welfare rather than in terms of maximum rrealth. '^rom’diia 
standpoint, we can not excuse any form of labour exploitatkm 
wltidi may be earned on in tb/* name of economy. 
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tationtb^ welfiffe -inangenMits. Sofiirtbe'SUttjB faai^iii^ 
'soin^iiig to rentove some of the gUiing abOsws in otgaiused 
indasoks. If we, however, think of labour as a whole, hMa* 
ding the vaiiotu small unorganised industries and, above all, 
the vast population of landless agricultural workers, we can not 
help feeling that the state after all has only been tinkering with 
a vast and complicated issue. 

Yet, a bold and sincere effort in this dirtetion is long over- 
due. The dumb millions of India may not lie for all time in 
sublime and pathetic contentment, and the prophetic ear may 
catch the rattle of the distant tumbrils. The spirit of revolt 
is already in the air, and the Leviathan reveals unmistakable 
signs of restlessness. 

Lastly, Indian politics is also gradually veering towards 
the Left Pandit Nehru’s vigorous championship of the 
cause of die weak, the oppressed, the exploited and the down- 
trodden along with Mahatma Gandhi’s known preference for 
the rural woiker and the untouchables, not to speak of incessant 
Communist propaganda which is carried on behind the scenes 
on the country-side and within the factories and even in the 
dark, sub-terranean chambers of the mines,— «U these have 
inspired a new hope and a new faith in the minds of India’s 
disinherited millions. 

It is time and more than time that Indian Capitalism, as 
represented by the state and the employers, should recognise 
its vast social responsibilities and dedicate itself without any 
inner reservations to the cause of service, instead of following 
the blind alley of private profits. Let labour, instead of being 
a minor interest in the constitution to be represented by a few 
^middleolasB labour leaders, be recognised as the dominant 
partner m.the economic and pplitical adventure. ' That requires 
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. a complete «hafige of hearts « T^e t^tlone. .wiH' HBixifW 5vbether 
>5ach a transfoimiation' can be efiected- without' any; 
social up-heaval.- It-is cleai, however, .that there; can be, no 
.final solution of-the labour problem in India- -in the.abs^ce of 
some such drastic transformation. 



PART II 




CHAPTEE XVI 

THE NATIONAL DIVIDEND OF INDIA 

The National Dividend of a country refers to its aggrO' 
gate annual income. Marshall derined it in tlic following 
terms : “The Labour and Capital of the Country, acting 
on its natural resources, t’foducc utmiially a certain net 
aggregate of Commodities, material and immaterial 
including sei^vices of all kinds. The limiting word “net*’ 
is needed to provide for the using up of raw and half- 
iinished commodities and for the wearing out and depre- 
ciation of plant which is involved in pix>duction : all such 
waste must of course be deducted irom the gross produce 
before the true or net income can be found. And net 
income due on account of foreign investments must be 
added in. This is the true mt annual income, or revenue, 
of the country ; or the national dividend.” 

As the National Dividend is the sole source of payment 
to all the factors of iiroduction, obviously the size of the 
cake determines the absolute limit of the individual 
share of the total income. Hence the importance of 
measuring changes in the size of the National Dividend 
of a particular country. The measurement must necess- 
arily be in terms of money. But here we must be careful 
enough to eliminate all changes brought about .by pure 
monetary factors. Subject to this all-important qualifica- 
tion, it is the money-value of the National Income or 
Dividend which is relevant to our present study. 

In India, thanks to the comi)aratively recent origin of 
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the Science of Economics, no attempt seems to have been 
made for measuring our National Dividend in pre- British 
days. It is only from the second half of the 19th century 
that various attempts have been made from time to time 
to assess our National Dividend, and it must be confessed 
that so far we have been able to achieve only a very 
limited amount of success in this respect. 

The iiroblem of measuring the National Dividend of 
India has been one of the most baffling issues which faced 
Indian public men and the Government of India from 
time to time. Various estimates since the day of Dada- 
bhai Naoraji till to-day have been made of the annual 
income per capita of India, but none of them can be 
legarded as satisfactory, partly on account of the inade- 
quacy and unreliability of the data, and partly because 
different writers approached the problem with some 
amount of bias and prejudice. We shall now briefly 
summarise the iirincipal arguments and conclusions of 
different writers on this problem. 

(1) The pioneer work ot Dadabhai Naoraji. — 
According to Dadabhai Naoraji the per capita income for 
Briflieh India in the years 1867 — 70 came to Rs. 20/- per 
annum. His method was to include the value of agricul- 
tural produce after deducting 6 i)er cent, for seed, the 
value of salt, opium, coal, manufactured goods, fish, milk, 
meat, etc., as mU as profits of commerce and a definite 
sum on miscellaneous accounts. The valuation of the 
different items was not arrived at by means of any definite 
accurate statistical method but -'by a sort of intelligent 
guess-work and sometimes by the representative method 
ie.g., the largest one or two kinds of produce of a pro- 
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vince representing all its produce). Further, Dadabhaiji 
excluded the value of services from his computation on 
the ground that they are ultimately paid for fromihe 
material produce and as such their inclusion would 
involve double counting. Having thus established his 
proiX)sition Dadabhaiji proceeded to demonstrate that 
India’s bare existence has been rendered possible by draw* 
ing upon the capital wealth of the country and not its 
income, inasmuchas nearly Es. 34/' was the minimum 
requirement for the barest subsistence as revealed by the 
jail dietaries and rations for emigrant coolies. The 
picture becomes still more gloomy when we remember the 
great maldistribution of the total national dividend among 
the different income-groups in British India. 

(2) Digby’s estimate. — ^The next estimate was that 
of Lord Crommer and Sir David Barbour which fixed the 
the average income i)er capita at Rs. 27/- in 1882. After 
Barbour came Digby who regarded the Government land- 
revenue as representing varj'ing percentages of the total 
outturn. Both Barbour and Digby included agricultural 
as well as non-agricultural income. According to Digbtfs 
calculation the per capita income in 1301 (which was a 
good year) would be Es. 18-8-11 while in the famine year 
1899 — 1900 would be as low as Rs. 12-6-0. 

(3) Curzon’s Answer to Digby.— Lord Curzon, how- 
ever, tried to combat Digby’s conclusions with the help 
of his own calculations based on the figures collected for 
the Famine Commissiem of 1898, which showed a rise in 
the agricultural income to Es. 20/- per head in 1900 
compared to Es. 18/- per head in 1880. He concluded 
that the average income per head in 1900 was Es. 30/- 
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per head compared to Rs. 27/- in 1880 by making a 
further assumption that non-agricultural income during 
i^at i)eriod liad increased in the same ratio as agricultural 
income. Thus there was a forward movement as regards 
national prosperity though the iwsition was not very 
In'illiant or gratifying. Digby, however, refused to accept 
ttie validity of Lord Ourzon’s argument and maintained 
after a fresh calculation that Rs. 17-4-0 was the average 
income i)er head. 

(4) The Estimate of Wadia and Joshi. — Messrs. 
Wadia and Joshi estimated the national income of India 
for the year 1913 — 14 and concluded the annual income 
per head to be Rs. 44-5-6. Their calculations included 
die value of the agricultural productions (after deducting 
20 per cent, on account of seed, manure, etc.), the gross 
Value of total mineral output (again subject to 20 iw cent, 
deductions on depreciation account), and the value of 
various products such as hides and skins, wool and silk, 
the products of fisheries, the produce of the livestock, 
etc. From this gross sum they deducted various sums 
on account of Home Charges^ interests and profits on 
foreign capital and remittances of money from India on 
private account. 

(5) Messrs. Shah and Khamhatta estimated in 1921 
the per capita income to be Rs. 67/- only. Their calcula- 
tions foUowcd the same lines as those of Messrs. 'Wadia 
and Joshi with the difference that they made amends for 
changes in prices as between pre-war and post-war periods. 

(6) The Estimate of Findlay Shirras. — ^Then came 
Jindlay Shirra^ whose estimates related to the years 
B21— 1922. Shirras contended that the proportion of 
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mon-agricultural income to agricultural ineomo had 
changed considerably on account of the increased indus- 
itrialisation of the country. Ho thus fixed the proportion 
at 40 i)er cent, though in Shah and Khambatta’s estimate 
it was only 10 per cent., and in that of Wadia and Joshi 
it was only .30 i)er cent. Shirras also included the value 
•of services. But he did not make any deductions on 
account of seeds, etc., in estimating the agricultural 
.income. On this basis Shirras fixed the t^er capita in- 
come at Rs. 107 far 1921 and Rs. 116 for 1922. 

(7) The latest estimate is that of Sir Visves-varaya 
who in his Plamied Eemvomy for India calculated the per 
•capita income to be Rs. S2/- per head in a normal year and 
Rs. 55/- per head in a slump year. 

'Causes of divergencies in Estimate. 

The popular opinion that economists like physicians 
'Seldom agree in their diagnosis finds nowhere else a 
^stronger support than in the calculations regarding India’s 
per capita income which we have just outlined. But the 
•difiference in estimates is not entirely due to mltjective 
factors. 

In the first place the different estimates relate to 
different dates and it is only natural that the economic 
position of the people will be different in different times. 

Secondly, the difference in money-incomes revealed 
Iby different estimates may not in reality be equally signi- 
ficant in a comparative study of the economic position 
of the people in different times on account of changes in 
the index numbers. 

Thirdly, the difference is due to <the application of 
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different methods of computation. For instance, some- 
rvriters include the value of services, while others exclude- 
it. Again deductions on depreciation account are not 
always made or made in the same degree. 

Fourthly, different writers put different emphasis 
on the relative importance of the|different constituents of 
the national dividend. 

Fifthly, the area of computation is^also’ not the same 
in all cases, for instance some writers exclude the Native 
states while others include them. 

Lastly, the difference is also due to the fact that the 
later -writers had the advantage of much fuller and more 
reliable data compared to tlieir earlier predecessors. 

Nevertheless, all the different estimates agree in one 
respect, namely that they all point to the intense poverty of 
of India. As the Simon Commission has observed, "Even 
if the most optimistic estimates are accepted the result is 
that the average income of India i)er head in 1922 was- 
equivalent, at the prevailing rate of exchange, to less than. 
£8, while the corresponding figure for Great Britain wa^ 
£95. The contrast remains startling even after allowing 
for the difference between the range of needs to be- 
satisfied. 

Difficulties in defining the concept of National Dividend. 

We now proceeded to indicate briefly certain general consider 
rations which should guide oui measurement of national dividend, 
as it changes from period to period. 

To begin with^ economists have not yet been able to give us a. 
piecise and manageable defimiion of iht term N^ional IHndend 
itself. The National Dividend, as measured by Professor Marshall 
and Professor Pigou« measures the volume of current output or 
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real income, thoujjh as a convenient compromise it is defined as that 
part of the objective income of the Community, including of course, 
income derived from abroad which can be measured in terms of 
money. Secondly, it depends in some sense on net output i.e.,. 
on the net addition to the resources of the community available 
for consumption or for retention as capital stock, due to the eco* 
nomic activities and sacrifices of the current period after allowmg 
for the wastage of the stock of real capital existing at the com- 
mencement of the period. But it is a grave objection to this defi- 
nition that the community's output of goods and services is a non- 
homogeneous complex which can not be measured except in certain 
very special cases. 

Thirdly, in order to calculate net oulptU we have to find some 
basis for a quantitative comparison between the new items of equip- 
ments produced during the period and the old items which have 
perished by wastage which is an impossible business when due to 
technical changes the two equipments are not identical. As Keynes 
has pointed out, the problem of comparing one real output with* 
another and of calculating net output by setting off new items of 
equipment against the wastage of old items presents conundrums 
which permit, one can confidently say, of no solution. Of course, the 
fact that two incommensurable collections of miscellaneous objects 
can not in themselves provide the material tor a quantitative 
analysis need not prevent us from making approftmatc statistical 
comparisons, depending on some broad element of judgment,, 
r ather than of strict calculation, which may possess significance and 
validity within certain limits. But the proper place for such things 
should be to satisfy historical or social curiosity, a purpose for 
which perfect precision is neither usual nor necessary. 

We are thus driven to the measuring rod of money, rough and 
imperfect as it is, though the method of quantitative analysis 
remains the ideally correct and appropriate method. 

Still another fundamental difficulty arises when we are asked 
to choose between two rival definitions of National Dividend as 
given by Marshall and Fisher. The former regards it as that part of 
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the object!^ e income of the community which is produced during 
a particular year, while the latter defines it as what is annually 
cmmimcd, Fisher maintains that the national dividend or income 
consists solely of services as received by ultimate consumers, 
whether from their material or from their human environment. In 
a istathmary society where annual savings are just equal to the 
depreciation fund, the inventory of goods and services indicated by 
the two definitions would be materially equivalent, though formally 
different. But in a proyirasirr community where the net inflow 
into the capital lake is greater than the annual outflow on account 
of depreciation, obsolescence etc., the quantities indicated will not 
be materially equivalent. 

In a study of measurement of changes in the National flow of 
consumption income, the method of Fisher is apparently more 
appropriate. But there are gieat practical difficulties in this 
procedure. For if a factory is produced in any particular year, in 
reckoning the National Dividend of that year, wc have to reckon 
only the money-value of the flow of services rendered by it only on 
that year, and the aggregate effects of the creation of the factory 
can not be measured without reference to the national dividend of 
a long series of years. 

Moreover, in a comparative study of economic prosperity of a 
country over a series of years, MarshaH'^j method is much more 
appropriate than Fisher's Accordingly, we adopt the fundamental 
concept of Marshall in preference to that of Fisher. 

But though our fundamental idea is quite clear, there arc 
various difficulties in ascertaining the National Dividend of a 
particular year. We have to be on our guard that we do not include 
within the net annual income any part of the capital existing at the 
commencement of the period. For that purpose Marshall and 
Pigou wanted to maintain capital intact before determining the 
National Dividend. In an absolute sense, of course, maintenance 
of capital intact must mean the maintenance in an unaltered physi- 
cal state of the inventory of things lying in the capital lake. But 
as it is hardly possible that the new items of capital added to the 
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lake during a year will be exactly equal to the items taken away, 
Pigou holds that certain contractions in the physical stock of capital 
’ will have to be held compatible with its maintenance intact As for 
instance, destruction of capital by an earthquake or by iht kinf/^s 
. enemies should not be considered to be relevant to the problem of 
maintaining capital intact, in as much as the loss is a loss on 
capital account and not on income account But ordinary losses, 
such as loss by fire or storm must be made good in as much as the 
risks are normal and insurable. Again, suppose a capital asset is 
going to last for lo years. Owing to technical changes, it. is 
possible that the value of the capital asset will be altered from 
year tc year. In order therefore, to maintain capital intact, we 
have to add every year lo per cent, not of the original cost of the 
equipment nor of its present replacement cost, but of its present 
value. Though Pigou is here driven to the concept of value and 
not of physical quantities, he again reverts back to his old concep- 
tion when he says that reduction in the money-value of certain items 
in the capital stock brought about by a general rise in the rate of 
interest, or by the decline in the people’s taste or by the creation of 
a new item of capital equipment,— should not be regarded as rele- 
vant to the magnitude of the national dividend. 

The above analysis of the implications of the phrase ’maintaining 
capital intact’ as given by Pigou affords a classic instance of the 
inconsistencies involved in a quantitative analysis of National Divi- 
• dend. As Keynes has observed in his 'general theory of Employ- 
ment, Interest and Money,’ “To say that the net output to-day 
is greater, but the price-level lower, than ten years ago or one 
year ago, is a ^proposition of a sinplar character to the statement 
that Queen Victoria was a better queen but not a happier woman 
than Queen Elizabeth— a proposition not without meaning and not 
without interest, but unsuitable as material for the differential 
calculus. Our precision will be a mock precision if we try to use 
such partly vague and non-quantitative concepts as the basis of 
'quantitative analysis”. 



364 


INDIAN ECONOMICS 


Difficulties in measuring changes in the size of the dividend. 

Having' thus analysed the concept of National Dividend, we- 
now proceed to deal with certain theoretical niceties involved in 
measuring changes in the size of the National Dividend. Here too - 
Pigou begins with ideas of quantitative measurement, but has to ' 
admit the uncomfortable fact that when the national dividend con- 
sists of a number of different sorts of things, the quantities of some 
of which are liable to increase at the same time that the quan- 
tities of others are decreasing, there is no direct means of deter- 
mining by a physical reference whether the dividend of one period 
is greater or less than that of another. Accordingly, as between any 
two periods, the criierim of increase which Pigou accepts is that in 
period II with the tastes and distribution of the purchasing power 
prevailing in Period I, the money demand for the things that have 
been added to the dividends exceeds the money demand for the 
things taken away from it, and the measure of increase, from the 
point of view of Period 11 is the proportion in which the aggregate 
money demand for the things contained in the dividend of that 
period exceeds the aggregate money demand for the things 
contained in the dividend of Period I. 

Unfortunately, however, as Pigou has pointed out, the aggregate 
money demand for the things contained in the dividend of any 

J. M. Keynes in his latest book, “A General theory of Employ- 
ment, Interest and Money” has attempted to achieve a new defini- 
tion of “net income” along different lines. He introduces the con- 
cept of what he calls the user cost (designated as U) which ia 
broadly speaking, the excess of the potential value of an equipment • 
(in case it was not actively utilised but just kept intact) over its actual 
value at the end of a process of production. If A the aggregate - 
market price of all the commodities sold by au entrepreneur, and . 
V is the money -value of the depreciation of the equipment, whicli . 
is involuntary but not unexpected arising out of anticipated losseSf 
through the lapse of time and normal obsolescence which is suffi- ■ 
ciently regular to be foreseen, if not in detail, at least in the large^. 
then the aggregate net income is equal to A — U— V. 
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period is not a workable conception, as it involves the money-figure 
that would be obtained by adding together consumer's surpluses, as 
measured in money, derived from each sort of several commodity 
contained in the dividend. Thus, the only data that are available 
are the quantities and prices of various sorts of representative 
commodities and services and we must be satisfied with them. We 
further assume that there is no alteration in the state of tastes and 
distribution of purchasing power in either of the periods. Our 
criteria of measuring changes in the national dividend being thus 
determined, we are next confronted with the problem of construct- 
ing index numbers which will approximate as closely as possible to 
the ideally correct measuring instrument The familiar methods 
known as the arithmetical method^ the geometrical nuthod and the 
harmonic method, all yield different results, though there is a 
a fairly close resemblance among them. Professor Fisher imagined 
that there must be an archetypical average right in an absolute 
sense towards which all the others are approximating. But this is 
pure mysticism and does not help us in anyway. According to 
Marshall and Pigou, the chain method * is the most appropriate one 
for measuring changes in the national dividend as between , distant 
years, in the later of which a great number of important commodi- 
ties may be available that did not exist at ail in the earlier ones. 

Nevertheless, it must be admitted that if the successive indi- 
vidual comparisons embodied in the chain method,^ each of which 

* According to this method, the price-level of 1900 is compared 
with that of 1901 on the basis of the commodities available in both 
these years, new commodities introduced and old commodities drop- 
ped out during 1901 being ignored ; the price-level of 1901 is thus 
compared with that of 1^» the new commodities of 1901 this time 
being counted, but these of 1902 ignored; and so on. “Thus we 
can obtain an instrument by which years, too distant from one 
another to be effectively compared by any direct process, em be 
compared by a chain of successive stages. It is as though we were 
unable to construct any measurihg rod capable of maintaining its 
rshape if carried moreXhap 100 miles.’* (Pigou); ‘ ^ 
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admittedly suffers from a small error, actually suffer from errors • 
in the savie direcUm, the eumulative error as between distant < 
years may be large. Lastly, even if we ignore the inherent 
limitations of the chain method there are still further difficulties 
in the way of our comparison, (a) First the retail prices of articles 
of wide consumption are diiRcult to ascertain, (b) Moreover, 
these prices are unsuitable for comparison over a series of years, . 
because the thing priced is apt to contain a different proportion of 
the services of the retailer and of the transporter and therefore 
to be a different thing at one time from what it is at another. (3) < 
Thirdly, commodities while still called by the same name in different 
times are continually undergoing changes in character and 
qualities. (4) Fourthly, there are few records of annual output 
which make our comparison all the more impossible. (5) Lastly,, 
there is the problem of giving due weightage to different commo- 
dities in different times. 

Application of Economic theory to the Indian 
Problem. 

The above observations made from the stand- point' 
of theoretical economics serve to emphasise the great and 
almost insuperable difficulties which stand in the way of 
a correct measurement of the national dividend of India 
as it has been changing in recent times. Our analysis > 
also underlines the need for more reliable and more ex- 
haustive Stedistias both of prices and quantities of sample- 
goods and services as the necessary sine-quu-ruMi for* 
any successful attempt to measure changes in our national, 
dividend. Of course, the task is a fwmidable one, the 
huge size of the country with its huge population mostly 
illiterate and mostly scattered in half a million villages,, 
makes our task a highly expensive and difficult one.. 
Moreover, in India^ thinks to the general ignmsince and> 
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apntby of the people, the Government cannot expect that^^ 
amount of co-operation from private individuals and 
private associations which in the West is so readily' 
available. Nevertheless, given the necessary will and’ 
determination, it is still possible for ns to estimate our ■ 
national dividend in a much more accurate fashion than 
it has been done so far. In this connection, we shall 
briefly refer to the scheme for an emmme emsux of Jmh'a 
published by Dr. Bowlcy and Mr. Robertson who were 
invited by the Government of India to give their expert, 
advice on this problem. 

Summary of the Bowley-Robertson Report- 

(1) The experts recommend the establishment of a- 
permanent cconmnic. staff consisting of 4 members for tho 
organisation of the work of ecmtomic mtelligeme. This 
staff is to be attached to the economic committee of the 
Governor-Generars Executive Council. The Senior 
Member is to act as secretary to the economic Committee 
and his duty would be to prepare reiKirts on important 
economic questions, to organise the supply of current 
informations of an economic character and to plan ahead 
as regards fundamental economic enquiries. Of the 3. 
other members 2 must be trained economists, while a third 
should be tlie Director of statistics. Each member should 
be given perfect freedom for conducting his work. The • 
whole staff should maintain very close contact with high 
govomment officials whose duties are primarily technical 
or administrative. They might also recommend to the- 
economic Committee the ad^oc appointment of foreign « 
tephnical ^pci^s for specffic purposes. 



;368 


IK0IAN ECONOMICS 


Tho fuactions of the Director of statistics shall 
include 

(ii) conduct of the ix>pulation census, every 10 
years. 

('b) the conduct of the census of production every 5 
years. 

(c) the co-ordination of Central statisties and 

(d) the Co-ordination of Provincial statistics. 

For discliarginj; these duties he should be heUxsd by 
'the statistical branch of the existing Department of 
Commercial Intelligence and Statistics which should be 
transferred to his control. It is the business of the Direc- 
itor to c.stablish uniformity of classification of statistics 
in all Government Departments and to furnish statistical 
information for general puriioscs. He will also be respon- 
sible for the publication of the statistical abstract. The 
Director should also sui)er\ise the work of those resixm- 
•sible for the collection of statistics in the different 
provinces. Finally, the experts recommend the apiioint- 
ment of a whole-time statistician in each of the major 
provinces in India. 

The two cx^icrts agree that the existing data for 
■the measureincnt of the national income are hopelessly 
inadequate. Nevertheless, they tentatively suggest the 
following items for inclusion or exclusion in any measure- 
ment of tho national income by the census of production 
method : 

(1) value of the net output of agriculture, mining, 
industry, etc. at the point of production (care being taken 
ito avoid double counting). 

(2) plus the value of the services of transport and 
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-mercaotile agencies added to domestic goods and 
■imports. 

(3) plus excises on domestic goods and customs on 
imported goods. 

(4) iviiiHS the value of exports (F. O. B.) including 
•gold and silver. 

(5) plus the value of personal services of all sorts. 

fO) plus the annual rental of dwelling houses (whether 
own or rented). 

(7) plus the net increments in the lioldings of balances 
■and securities abroad ( after deducting similar increments 
in the home country held by foreign residents). 

(8) plus the value of agrieultural produce at the 
point of production wliich is consumed directly by the 
producer or exchanged by barter. 

In as much as some of these rccpiisite data may not 
be available for a considerable iieriod, the authors recom- 
mend the compilation of another estimate of India’s 
■national income by means of a summation of individual 
•incomes both for confirming the results arrived at by the 
•census of production method and for correcting certain 
•discrepancies. 

The second method (i.e. the census of incomes method) 
-includes the following items : 

(1) the value of all commodities directly inoduced 
•and directly consumed and of all receipts in kind, at the 
point of production plus the annual rental value of houses 
lived In by the owners. 

(2) minus all interest payments on loans wh^her 
ifor consumption or production. 

(3) plus (the gross money incomes of all individuals 

54 
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including interest on government loans and pensions of 
retired Government servants. 

(4) yltii the undistributed profits of companies and: 
the not profits of Government commercial undertakings. 

(5) nnnun the interest on war and other non-i>roduc- 
tive government loans and the net i)cnsions of ex-Govern- 
ment servants. 

(()) phifs receipts from customs, excise, stamp and 
local rates. 

The authors believe that for estimating rural incomes 
the rensKs of proil nrti-oii method is more appropriate, while- 
for estimating urban incomes, the census of income 
mdlml is more appropriate. In both the cases, detailed, 
sample inquiries in selected areas might at the first 
instance be more useful than any attempt at exhaustive 
surveys covering the whole field. For the sake of greater 
accuracy, the authors also recomracud an intermediate 
population census, as the ten-year period may be too long. 
There uiiglit also be a census of production applied to- 
power-using factories and mines to serve as an additional 
corrective, though the results will, to some extent, over-lap 
those of the urban and mral surveys. Lastly, there should 
also bo a separate census for plantation areas. The 
authors conclude that the Native states might also be 
brought into the picture if they are willing to co-operate. 

Measurement of national wealth not practicable; 

The experts do not think it possible to estimate 
correctly the national wealth of India at present. There 
are two methods for arriving at such estimates, namelyr 
the capitalization of the incomes of all properties, whether 
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belonging to the individuals or to the public, and 
secondly, the use of statistics of proi)erty changing hands 
with the occurrence of deaths, taken in conjunction with 
life tables for ascertaining the total value of i)roi)erty. 

(1) As regards the first method, capitalization is not 
possible with regard to some of the most imimrtant kinds 
of individual property such as jewels, ornaments, furniture, 
etc. and also with regard to some imimrtant forms of 
public property such as roads, irrigation projects, public 
parks, water works, etc. 

(2j Moreocer, according to Marsliall, we must include 
under national wealth certain free gifts of Nature such as 
the river-system, the mountains, forests, etc., which can 
hardly be caintalized at all. 

(3) Lastly, according to some German writers, the 
system of Government prevailing in a country as well as 
the tone of its administration, should also be regarded as 
important elements of the total national wealth. All these 
items, however, are absolutely incalculable in terms of 
money. Hence the 6rst method is not applicable. 

As regards the second method, it is all, the more 
impracticable in India owing to the absence of death 
duties. 

Dutribution of National Dividend in India. 

It is abundantly clear from the above pages that the 
size of our National Dividend, though it can not be 
ascertained with any amount of accuracy, is very low 
compared to that of most civilised countries. This is 
primarily due to the primitive state of our national eco- 
nomy, the absence of modernisation both in our agriculture 
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and industry (except a few large-scale industries), the 
appalling illiteracy of the masses, the hold of nnscientihe 
customs and beliefs on the ix>pular mind, the terrihe toll 
of troincnl diseases like malaria, kala-azar, etc. and above 
all, the policy of ruthless Imperialistic exploitation follow- 
ed by an alien bureaucratic Government for well-high 200 
years. 

But the low iwr capita income of India is not the only 
evil we have been suffering from. If the size of our 
National Dividend leaves much to be desired, its distri- 
bution among the different sections of the community is 
equally, if not more defective. In all capitalistic countries, 
the share of the National Dividend going to the masses 
is proverbially low. But in India, besides the familiar 
evils of capitalism, we liave also to grapple with the evils 
of British Imixjrialism with its twin products of princely 
des|)otism and absentee land-lordism. The result is that 
a disitroiwrtionatcly large sliare of our admittedly low na- 
tional income goes to fatten our foreign rulers, the Native 
Princely order, the lauded aristocracy of India and a 
handful of Indian capitalists and business magnates. If we 
survey tl»e Indian countryside, — and India to-day is over- 
whelmingly a rural India, — we 6nd a vast peasantry toil- 
ing like galley slaves yet living in perpetual sight of the 
hunger line. In normal years the average peasant barely 
gets his minimum for subsistence ; while in a year of 
drought or flood he must live on starvation diet or go to 
the Mahajan for accommodation. The picture in the 
towns and cities is only a shade brighter. Here too, we 
find the labourers in the mines and factories working 
under most inhuman and brutalising conditions fot less 
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than a living wage. The position of the so-called edu- 
cated middle- class i)eople, particularly of the lower 
middle class, having regard to their customary standard 
of living, is little superior. They too are finding it 
increasingly difKcult to make any living at all. Against 
this dark and sombre back ground, we find a small hand- 
ful of rulers, land-lords, business magnates both Indian^ 
European, and Public servants (particularly the members 
of the superior services) living a life of most insensate 
luxury and extravagance in slavish imitation of the old 
Moghul nobility. Thus, India to-day exhibits much the 
same picture of amemia in the vital parts and ai)oplexy 
in the supernumerary organs as did Prance in 1789 and 
Russia ill 1917. As in France and Russia of those days, 
the vested interests of the few are the stumbling block 
that intervenes between the masses and their emancipa- 
tion. Is it too much to expect that the weapon of Non- 
violence which Gandhi ji has forged for India will achieve 
for her the same emancipation, both political and economic, 
which in other countries had to be fought for along 
more rough and orthodox lines ? 
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INDIA'S TRANSPORT SYSTEM 

Historical Retrospect. 

The importance of a devoloiicd transport system can 
hardly be ovor-exaRgeratod in any civilized country. 
In India, in jKirticnlar, thanks to her vast distances, her 
innumerable barriers of forests, deserts and mountain- 
ranges, the need for easy and up-to-date means of commu- 
nications is siK'cially great. Throughout the centuries 
that have gone by, India's poor equipment as regards 
transport has always iJayed a dominant role in shajung 
Her economic and jiolitical development. 

Not that India had no transix»rt system of some sort. 
In the Indo-Gangctic plains, for instance, the great rivers, 
the Indus, the Ganges and the Brahmaputra with their 
tributaries have always served as the high-ways of 
commerce. Besides, Indian rulers from the time of 
Asoka onwards, sometimes took great interest in develop- 
ing good Trunk roads for inteirprovincial communication. 
Sher Shah, for instance, is well-known for reviving and 
developing the Grand Trunk Road connecting Bengal 
with the distant Punjab. In the desert regions of Sind and 
Rajputana there were well-marked Caravan routes travers* 
ed by camels. There were also Caravan routes connecting 
India's North-West frontiers with Kabul, Kandahar and 
even. Persia and Central Asia. Means of commnnication 
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'.also existed between Northern India and the Himalayan 
'kingdoms of Nepal, Tibet, Sikkim and Bhutan. 

South India was even less favourably situated in 
the matter of transport than Hindusthan proper. Here 
•the rivers were mostly shallow and non-navigable, while 
the mountainous nature of the tract prevented the contme- 
>tion of good roads. It was only in the sea-coast districts 
along the Eastern and the Western (Jhats that easy 
.methods of communieation prevailed. 

If South India, however, was thus naturally denied 
facilities for internal communication, it was very iidvan- 
.tageously placed for oceanic expansion, thanks to its 
close proximity to the sea. From very ancient times. 
South India plied a very lucrative oceanic trade, Kaveri- 
paddinam, Mammallipuram, etc. being the celebrated iwrts 
of those days. The Great Indian colonization movement 
resulting in the establishment of a Greater India in the 
Indiati Ocean, Burma, Malay and Ghami>a (South Annain) 

. also emanated from Indian i)orts in Bengal, Orissa, Madras 
and other coastal regions. There was also a land-route 
-across East Bengal and Assam to Burma and beyond. 

The internal transport system of India remained 
virtually unaltered down to the forties of the last century, 
•though the condition of the Trunk roads varied directly 
with the vigour of the prevailing administration. In the 
first few decades of the 19th century, in irarticiilar, the 
Indian roads became extremely unsafe specially in the 
Central Provinces owing to the activities of bands of 
highwaymen known as Thugs and Kndaries. It was into 
•such a primitive and chaotic system that Lord Dalhousie 
-wanted to introduce modern methods of transportation. 
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Railways in India- 

The old Guarantee system. ( 1844-69) --Tlie first' 
proposals for Railway coostruotion were mooted in 
the forties of the last century. Lord Dalhonsie, an ex- 
president of the Railway Board in England, arrived in 
India in 1H41, full of railway ideas and two years later 
contracts were signed for the construction of two small 
railway lines near C^ilcutta and Bombay with the E. I. R.. 
and the G. I. P. railways rcsiM'ctivcly. For some years,- 
however, the Govorninent did not arrive at any fixed 
policy which was defined for the first time in Lord Dal- 
housie’s minute of ISoS. 'I'lic arguments advanced by 
Lord Dalhonsie in favour of his policy of Railway 
construction may briefly be summarised as follows ; 

(1) India is full of raw materials like cotton and 
food-stuffs, themselves capable of improvement, both 
quantitatively and qualitatively, which England wants, yet 
these can not be exijorted on account of lack of trans- 
port facilities between the ixirts and the interior. 

(2) Similarly, there is a great demand in India for' 
British and European manufactured goods which also can 
not be supplied to the interior districts for identical 
reasons. 

( 3 ) To remove this great deficiency, India wants a 
net-work of railways connecting the ports with the- 
interior. 

( 4 ) These Railways, however, must be constructed by 
private enterprise, not because of the inefficiency of state- 
engineers, but because it is not within the province of the 
Government to constmet and maintain a commercial 
enterprise like railway construction. 
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(5) On the other hand, however, th e Government must 
guarantee th<> interest on the might be invest' 

ed in Railway construction, as otherwise i>rivatc capital 
would dare not embark upon a risky adventure like Rail* 
way construction in India. 

Thus, began, under official auspices, the so-called old 
guarantee system of Railway construction in India. 
Following the adoption of this plan, contracts were 
entered into with eight companies between 1S54-(I0 for 
constructing and managing railways in different parts of 
India. The Seiwy Mutiny which revealed the grave 
defects of the Indian transport system ns regards the 
movement of troops, etc. acted as a further stimulus to- 

m ^ 

the development of Indian railways. 

The principal features of the Old Guaranteo systenr 
may be summarised as follows : 

(1) Free grant of land to the Companies . 

(2) A guaranteed rate of interest ranging from 4 a to 

and payable at the rate of l.v. Qd per rui)ec,. 

(3) Utilisation of a half of the profits, whenever they 
arise, for repaying to the Government any sum previously 
paid by the latter in fulfilment of its guarantee obligations.- 

(4) Reservation by the Government of certain {lowers 
of supervision over practically every matter of importance 
except as regards the appointment of staffs, 

(5) Option to the Government to {lurchase the lines^ 
after 23 or 50 years at their current capitalised value. 

Criticum of the PoUcy.y^ 

The old guarantee system lasted up to 1869 after 
which it was abandoned in favour of the policy of state 
construction and state management. Though the systemi 
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ms rcs(H)nsil)le for the development of some 4000 miles 
of railway lines, it has been criticized on the following 
grounds ; 

(1) There was bound to be a very heavy burden on 
the resources of the Government ns there was no limit to 
the amount of capital that might be invested in Railways 
and as sudi tliere was no limit to the obligations of the 
Government in resiwct of guarantee of interest. 

(2) Tlie (-ompanies concerned had no motive for 
economy and ellieient management because of the Govern- 
.ment guarantee of interest. 

(3J It is an unproved assumption that without 
•Governinent gviarantee of interest, British capital would 
have ntf^sed to migrate to India as Britain at that time 
•enjoyed an abundance of capital which was seeking outlets 
for cm[)Ioyment in Africa, South America and some other 
.countries. It is incredible that British capital would 
have persistently neglected India. 

(4) At any rate, if guarantee was at all necessary, 
there is no evidence that there was any absolute necessity 
for the guarantee of the high rate of interest which was 
actually offered. The purpose of the Government could as 
well have been fulfilled with the offer of much lower 
terms, as subsequent experience proved. 

(o) The clause relating to the division of surplus 
profits on a fifty-fifty basis was unjust as it meant that 
while in the case of loss the total loss had to be made 
good by Government, the whole profit, if there was any, 
would not have been available for wiping out Government 
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T he Second Phas e. 

State construction and Management. ( 1869-79^ The 

highly nusntiafacton' financial results of the guarantee 
system led the Government to experiment for some time 
'^1862-64) with the system of state subsidy l)ascd on Rail* 
way mileage in place of the old iwlicy of guaranteeing 
interest. The most important company with whic'h such 
an arrangement was made was the Oudh and Rohilkhand 
■Company. The Government also made some alterations 
in the terms of contract with old comi)anie8 like the G. 1. 
P., whereby it was provided that one-half of the suridns 
profits would accrue to the Government unconditionally 
every half year, the Government relinquishing the right to 
purchase the lines at the end of the first 2y years. But 
the most far-reaching innovation took place in 1869 when 
the Government decided to embark ui)on Railway cons- 
truction and management entirely on its own antliority. 

A still more fundamental change in policy was 
announced by the Secretary of state later on whereby the 
Government decided to do away with the Guarantee 
system and to embark on Railway construction on its own 
account in view of the cheap credit and cheap methods of 
construction at the Government’s disiiosal. The Govern- 
ment thus decided to borrow annually .12 millions for the 
purpose of building metre gauge lines which were 
comparatively cheaper. Unfortunately, however, this 
policy could not be long pursued on account of various 
• difficulties. 

In the first place, strategic consideration required that 
Railway lines in Sind and the Punjab should be converted 
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from motro giiii<;o to broad gauge, thus necessitating- 
additional tnonoy. 

Secondly, the rc{)cated depredations of famines 
ncccHsitatcd a more vigorous iwlicy of Railway construc- 
tion than the Government could pursue owing to its 
limited means. 

Tliiitlly, the .(Vfghan wars imposed a further heavy 
strain on the Oovornment’s finances. 

Lastly, the dciiH'ociation in the value of the rui)ee, 
following the decline in the value of silver from the seven- 
ties onward, had a ilevastating edcct on the Government’s 
finanee.s. Thus, financial difficulties ultimately led the 
Government to abandon the ]X)liey of state coustructioii 
of Railways. Nevertheless, at the close of this second 
stage of Railway development, the aggregate Railway 
mihwge had risen to N,!>96. 

The Third Stage. 

The New Guarantee System (1879-1900)— the failure 
of the policy of direct state construction of Railways led 
to the adoption of the New Guarantee system. Under 
this system, the Government entered into fresh con- 
tracts with new Companies, notably the Beugal Nagpur 
and the Madras and Southern Maharatha Railway 
Companies. The principal features of this system were as 
follows ; — 

(1) The new lines to be constructed were declared to- 
be the property of the Secretary of state for India who- 
reserved the right to cancel or alter the terms of the- 
contracts at the end of a specified number of years, say lO- 
or 25. In case of termination, of course^ the Government. 
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would have to repay the capital invested by the Companies 
at its par value. 

(2) Interest was guaranteed on_ the capital invested 
by the Companies but at a lower rate, usually at Zi %. 

(3) The Government was to enjoy a much larger share 
of the profits, usually three-fifths. 

Subject to the above conditions, the new line.s wore to 
be constnictod and managed by the CoriH)auies. With the 
e-xpiry of the contracts under the Old Guarantee system, 
tl)e Government either purchased and managed some of 
the lines, as in the case of the 0»idh and llohilkund 
and the Sind-Pnnjab Railways, or simply purchased but 
entrusted the management to the old Companies under 
revised contracts. ( e.g., the E. 1. R. and the G. 1. P. rail- 
way). Similarly, when the contracts with the new guaran- 
teed companies expired, the management was generally re- 
tained in their hands though on more favourable terms 
for the Government, such as reduction in the companies’ 
share-capital, lower rate of interest, higher ix*rceutage of 
profit for the Government, etc. 

Such then is the early history of Railway, devolopmcnt 
in India. As a result of the different {.wlicies pursued in 
different periods, we find a very complicated system 
•of Railway ownership and Railway working in India, 
varying from the state-owned and state-worked railways 
to the Comimny-owned and Company-worked railways, 
with state-owned and Company worked, and Company- 
owned and state-worked intervening in between. Broadly 
speaking, however, most of the old guaranteed lines are 
.-state-owned to-daj, though- the management in some cases 
is still in the hands of the Company. Moreover, even 
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where Company management has been suffered to continue^ 
tlic control of the Government in all vital matters such 
as rci)air, rolling stock, public safety, fixation of rates and 
fares and of train services and co-ordination of the differ- 
ent railway systems, has been fully retained. This control 
is exercised partly through the railway Board and partly 
through a Government Director on the Board of the- 
C’oini)anies. 

Besides the above Trunk lines, there arc also several 
subsidiary branch lines. For instanee, some of the 
Native vStates, Hyderabad being the pioneer in this 
resiKict, have constructed railway lines in their own 
territories with the help of a state guarantee of interest.. 
The Govcrnineiit also attomi)tcd to encourage the develop- 
ment of feeder lines by branch line companies in 1893 by 
offering rebates on the gross earnings of the traffic inter- 
changed w'ith the main lines, so that the dividend might 
rise to 4 %. But in practice a more absolute guarantee oi 
more favourable rebates were found necessary to induce 
the formation of branch line Companies. The Acworth 
Committee, however, did not favour such a i*olicy and it 
recommended direct state construction of feeder lines* 
wherever possible. Accordingly, the Government decided 
since 1926 to embark upon the direct construction of 
feeder lines provided a guarantee against loss was given to 
the Railway Board by the Local Government or the local 
authorities concerned. 

Before concluding this section, we shall now indicate 
the main land-marks in the construction of railway mileage 
in India in the present century. Broadly speaking, by 
1900 most of the main lines were completedr and between 
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1900 and 1914, they were connected and enlarged. In 
1914, the total railway mileage stood at 35,000 miles of 
which 26,000 were state-owned, 6000 company owned and 
3000 owned by the Native states. In 1930, the total rose- 
np to 41,729 miles, the state owning 31,218 miles and 
directly managing 18,689 miles. The total mileage has- 
some what risen in recent years. Roughly speaking, about 
74 % of the railway mileage in India is at present state- 
ow^d but only about 44% is managed by it. 

State vs. Company Management of Ra ilways. 

We have already seen how the policy of tlic Govern-^- 
ment of India has wavered between the ideal of - Cornpa-iy 
Construction and that of State Construction of Railways, 
and how ultimately the latter principle prevailed. Corres- 
ponding to the above issue, there has been another issue 
hotly discussed and debated, namely tlie problem of 
Company vs. State management . 

As the Indian Railways were built in the second half 
of the 19th century when laissez faire ideas were ruling 
in England, our British rulers naturally favoured the 
construction and management of Railways ' by private 
Companies, of course, with the help of State assistance. 
It was only when Company management proved to be 
extremely uneconomical and expensive that the experi- 
ment of direct State ConstructioD and State management- 
was embarked upon, despite the prevalence of laissez- 
faire theory. 

It was, however, not till the appointment of the 
Acworth Committee on Indian Railways, that the problemu 
of State Railways vs. Company-managed Railways 
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received the fullest amount of discussion. The committee 
•though favouring private management of Railways as a 
commercial proiwsition on strictly theoretical groundst 
nevertheless recognised that in the i)eculiar conditions of 
India, cent iier cent private management had never been 
practicable. The state had to guarantee the interest on 
the capital invested and as such had to exercise predomi- 
Jiant control ov(*r tlic imlicy pursued by any Railway com- 
pany. Nor could the situation be appreciably altered by 
transferring the management to a company with Indian 
domicile from the hands of the c.vi sting British companies. 
>l''or the state guarantee would still be necessary to evoke 
the ncc(!ssary amojint of capital, and the credit of the 
Government of India or of the Secretary of State for 
India wovdd still be a valuable factor in raising loans 
whether internal or cxtenial at a cheap rate of interest. 
Hence the alternatives between which India would have 
to choose were full-Hcdged state-management and state- 
. controlled private management. 

Although oil laissez fairc grounds, private manage- 
ment, subject to state control and preferably by an Indian 
ConuKiny to satisfy the national sentiments of the public 
was the best iwssible arrangement, the Acworth Committee 
favoured State Management on the following grounds : — 

I (1) It would put an end to the disastrous division of 
responsibility which prevails in so many Railways owing to 
' the predominant representation of the Government in their 
managing Boards. The Government members can easily 
defeat any policy proposed by the companies, at the same 
time they do not take any initiative on the ground that 
it would go against the spirit of faivate management. 
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(2) la India at any rate, the state is the best autho- 
irity for adjusting and reconciling all the divergent and 
sometimes conflicting intersts which arc bound to be 
afTccted by the Railway administration. For, wc must 
.remember that though Railways arc commercial proiwsi- 
.iions, iwlitical considerations play a large part in the 
determination of railw.ay manageincnt. 

(a) For example, the existing railway routes have 
been constructed to facilitate India’s foreign trade 
rather than internal tr,adc. This is just in keeping with 
'the old colonial iiolicy which wanted to reduc(! India to 
.the status of a market for British manufactured goods 
and that of a sui)plier of raw materials and food-stulfs to 
Great Britain. 

(b) Secotully, Railway rates have been so adjusted as 
'to facilitate European traders and merchants to the dctiri* 
ment of Indian traders. 

(c) Thirdly, comforts and amenities of Railway travel 
have been most lavishly showered ui)on the first class 
and the second class passengers, but they have been 
totally denied to the third class passengers, *although tlie 
latter are resiwnsible for the largest part of the railway 
.revenues from passenger traffic. 

(d) Lastly, most of the higher Railway posts, some of 
which are more or less sinecure in their character, are 
preserved for Europeans, although equally, if not better, 
qualified Indians are available for the same. 

All these complaints, it is claimed, can best be attend- 
ed to by'the state. Indian management, of course, might 
jemove some of the above grievances of the public, but 
dt can not be expected to do full justice as every iirivate 

25 
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company must look more to its dividend than to the- 
interest of the country at hirge. 

(3) The state alone can effectively co-ordinate all the- 
different Railway systems within the country, as regards- 
timings, rates and fares, and with an eye upon the inos- 
perity of the country as a whole.. 

(4) As the capital of the Railways is either supplied 
or guaranteed by the state, it is only natural that. 
all the profits and not a part of them should aceme- 
to the state and this is possible only under state manage- 
ment. 

(.')) 'Lastly, where the state owns all the capital, the 
state alone has a stake in tlie prosperity of railways. 
Company managemont in such cases can not be ex|)ected 
to be prudent or economical. 

None-thc-lcss, although the case for shite management, 
has thus been effectively established, not all Railways in 
India are now under state management. Moreover, even' 
where the so-called state management exists, India has- 
got practically nothing of the advantages she expected to- 
receive, owing ?o the composition of the Railway Board, 
to which we shall refer later on. 


J 


Separat 


ion of Railway Finance from 
the General Budget. 


Another important recommendation of the Acworth 
Committee is related to the problem of Railway Finance- 
Hitherto, Railway Finance was included within the 
general annual Budget pf the Government of India. The 
Committee, however, urged their- separation) on the* 
following grounds 
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(1) The separation is essential in the interests of the 
Railways which, being commercial pro[X)sitions, must 
necessarily prepare their budgets for a period of several 
years, the unnnal general Budget being ill-suited for their 
puriwse. The capital oxiK'nditurc of Railways might 
necessitate the unbalancing of the annual budget for a 
particular year, but this is not strictly (tossible under the 
general Budget system. 

(2) Secondly, tlie i)re3cnt inclusion of Railway finance 
under the general finance is also highly disadvantageous 
from the standiwint of the Government of India, inas- 
muchas the non-realisation of Railway profits which are 
included within the general revenues of the country 
might completely upset the gcmeral budgetary 
twsition. 

(3) The development of Indian Railways is bound to 
be fitful and inade<inate so long ns it is made to de|)end 
upon the surplus or deheit in the general Budget. 

Thus, the separation of Railway Finance from the 
gcnci'al Finance is desirable from the standpoints of both 
the tax-payer and the Railways. 

I 

Railway rates in India and their consequences. 

How rates are determined. 

The determination of Railway rates is a highly compli- 
cated process and no single principle can explain it adequa- 
tely. It is partly governed by the cost of service principle, 
e.g. a higher rate must be charged in routes passing through 
areas which are sparsely populated or where the cost of 
construction of Railway lines is fairly high owing either to 
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tlie mountainous nature o£ the track or to the fact that a 
hirj'e number of costly bridges has to be built. Similarly, 
the cost of seiTice principle explains why a higher rate is 
charged for goods travelling shorter distances than for 
goods travelling longer distancc.s. On the other hand, 
Railway rates arc al-o determined by the principle of 
“what the traffic will bear” in view of the eleiiieut of joint 
cost in Railway exi)cnses as regard backloading. Even 
under coinixjtitioii, Railways have got a fairly large 
amount of discretion in fixing nj) the rates and fares of 
different classes of goods and passengers, while under 
monoiH)ly, Railways can easily exact tlie maximum out 
of every (dass of goods and passengers. The principle of 
“what th(! traffic will licar” in this last instance means 
the “i>rinciple of all that traffic will bear.” 

In India, the existing classification of railway rates for 
different types of goods has been vehemently criticised. 
It has been said that the foreign interests controlling the 
Indian railways have taken elaborate pains to hinder all 
internal traffic for the benefit of foreign trade. The 
existing railway rates facilitate the movement of raw 
materials to the iwrts as well as the movement of foreign 
manufactured goods into the hinterland. 

SeroniUy, Railway rates are also held responsible for 
the congestion of industries in a few centres, gencrsilly 
near the iwrts. This, in its turn, is largely responsible for 
the serious labour difficulties exi)erienced by Indian in* 
dustries. 

Thh'dly, The “block rates system" which tends to 
prevent traffic from passing on to a rival line has been 
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criticized for leading to an artificial diversion of traffic 
inconvenient to industry and trade. 

Fourthly, Railways arc also charged with having put 
up au unfair comi}etition with water transport agencies. 

And lastly, it has been observed that Indian Railway 
rates liavc failed to give th.it impetus to the development 
of the national industries including agriculture which is 
rciidily given in other countries like the l\S.A., Germany, 
Ja|Hin, etc. 

For all these reasons, both the Fiscal Commission and 
the Industrial Commission recommended a re-orientation 
of Indian railway rates iwlicy in the interests of Indian 
industry and trade. The Industrial Coramihsion, for 
instance, csondernued the present policy of favouring 
traffic to and from the iwrts. It also condemned the 
l)bck rnti’s system and recommended that consignments 
travelling over more than one line should be charged a 
single sum based on the total distance. The Fiscal 
Commission was in favour of preferential railway rates to 
young Indian industries. The Agricultural Commission 
also recommended a closer co-opemtion between the 
Railway authorities and the Agricultural Departments 
with a view to the grant of concession rates on the 
trans[X)rt of fertilizers, fuel, fodder, milch cattle, agricul- 
tural implements, etc. 

Before concluding this section, we might add that Rail- 
ways do not enjoy plenary powers as regards the determina- 
tion of railway rates. For instance, the Government have 
always laid down the maxima and the minima of rates 
as well as prescribed a general classification of goods. But 
the Railway authorities have nevertheless enjoyed a large 
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measure of discretionary powers witliin those wide limits. 
Lastly, following the recommendation of the Acworth 
Ooinmittoe, a Rates Advisory Committee consisting of a 
president and two members representing the Commercial 
interests and the Railways rcsi)ectively, has been appoin- 
ted since 1926 to investigate all legitimate complaints 
arisin^ut of particular railway rates. 

\^/Constitution and functions of the Railway Board. 

The Railway Board was created in 1905 in order 
|tO exercise Government control over company-managed 
Railways with regard to matters like tin; standard of 
reiMiirs, rolling stock, public safety, co-ordination of the 
Railway system, train services, rates and fares, etc. It 
consisted of one i»resideJit and two mcnibers who were 
established at the lioad of the Railway system under the 
Department of commerce and indu.stry. 

Witli the breakdown of the Railway system, however, 
during the war, it was realised that tlm Railway Board 
as it was constituted, was not able to take the initiative 
in laying down Railway policy, and that it failed to 
exercise cflfective control over the Railway administration, 
as it was over-loaded with routine and handicapi)ed by 
ignorance of local conditions. 

The Acworth committee’s recommendations. 

Tho problem of reconstruction of the Railway Board, 
therefore, was referred to an expert committee presided 
over by the late Sir William Acworth. 

The Acworth committee recommended that the 
Railway Board in order to be a satisfactory agency 
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(through which the Government of India could exercise 
an effective supervision over the whole Railway system 
.in the country, should consist of a chief coip misaioner. a 
financial Commission er and three mei nlK>ra in ehiiTge.of 
( the three territorial divisions into which the Indian 
Railway system was to bo divided. The actual plan* 
however, according to whicli the Railway Hoard was 
lultimatcly re-organised differed from Sir \J('illiam 
Acworth’s recommendation only in one vital res|)cct, 
namely, that the three commissioners instead of being 
in charge of different territorial divisions have their work 
divided on the basis of subjects. One member is to deal 
with technical subjects, another with general ml ndnistrution, 
‘personnel and traffl/: sulgeet, while a third member was 
ap]X)inted for the maiiagemcnt of labour questions. Since 
1931, — 32, howeve, rowing to financial stringency, certain 
•sniKirior appointments have not been filled. At present. 

■ the Railway B oa rd consists of the chief C/Ommis «icn<a-. tha, 
financ ial Commissioner, one m ember, four directors, five 
de puty directors, one secretary and one iissi.st,iint sccre-. 
. tary, there being only three members of the Railway Board 
proper. 

.Statutory Railway Board. 

The Government of India Act of 1935 contains 
.provisions for the constitution of a statutory Railway 
.Board, free from all i)olitical influence, which is to be t)ie 
■chi^ executive authority in respect of the regulation, 
construction, maintenance, and operation of railways. 
While it is recognised that the federal government and 
.the federal legislature should exercise a general control 
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over Kililway policy, the actual administration of Railways- 
in India should be free from all iwlitical influence as 
Railways are business ivoimsitions and as such should be 
governed by business [)riuciples. Hence the necessity of a 
statutory Railway Board. 

(1) Not less than irtli of the members of the Statutory 
Railway authorities are to l)e persona api)ointed by the 
(jovernor-General iu his (lisnetiouy who is also to appoint 
one of t)ie members as I^osident. 

(2) Tiiat Antliority is to establish, maintain and 
control a fund (to be called the Hailway fund) and monies- 
received by the Authority, whether on revenue or on 
eaiutal necount in the dischai'ge of their functions, and 
all monies provided, whether on revenue account or on 
capital account, out of the niveuues of the Federation to • 
enable them to disciiarge those functions, shall be paid 
into that fund, and all exiauiditurc required for the dis- 
charge of their funijtions shall be defrayed out of that, 
fund. 

(3) The Governor-General may, from time to time,. 
api)oint a Hailway rates Camndttee to give advice to the 
Authority in connection with any dispute between persons- 
using or desiring to use a Railway, and the Authority as 
to rates or traflic facility, which he may require the- 
Authority to refer to the committee. 

(4) A bill or amendment making provisions for regula- 
ting rates or fares to be charged on any railway, shall not- 
be 'introduced or moved in either chamber of the Federal 
Legislature except on the recommendation of the Gover- 
nor-General. 

(5) It shall be the duty of the Authority and of every 
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federated state so to exercise tlieir power in relation to- 
the Railways with wliich they are respectively concerned 
as to afford inirtnal traffic facility and to avoid unfair' 
discrimination^ any complaint in this respect either by the 
Authority against a federated state, or by a federated 
state against the Anthority is to be referred to and deter- 
mined by a Railway Tribunal. 

(6) Th(i said Itnihmy Tiilntiifil slndl consist of a 
President and two otlier peu’-sons to be selected to act in 
each case by tlie (Jovernor-Ucneral in his discretion- 
from a Panel of eight iwr-sons appointed by him in his dis- 
cretion, being persons with Riiilway, administration or 
business exiiericnce. 

(7) The President of the Railway Tribunal shall be 
such one of the judges of the Federal (Jourt as may be 
apiwinted for the purpose by the Governor-General in his 
discretion and .shall hold oflice for not less than 5 years 
and shall be eligible for rcai)i)ointincnt for a further 
period not exceeding 5 years. 

(8) An apiHial shall lie to the Federal Court from any 
decision of the Railway Tribunal on a question of law but 
no appeal shall lie from a decision of the Federal Court on 
any such appeal. 

(9) The remuneration of the members of the Railway 
Tribunal other than the IVesidcnt as well as the adminis- 
trative expenses of the Railway Tribunal shall be charged- 
on the revenues of the Federation, the former being deter- 
mined by the Governor-General in his discretion, the 
lattmr being determined by the Governor-General in his- 
individual judgment. 

(10) If a dispute arises under contracts made by or: 
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Oil boliiilf of the Sccrctiiry of State-in-Council between a 
lliiilway Company and either the Authority or the 
Federal Govorninent, and if the matter in dispute is of 
such a nature that under the (;ontraet the eomtKiny might 
require it to be submitted to arbitnition, the dispute shall 
be deemed to have arisen between the Company and the 
'S<;cretary of State and any aAvard made ir. an arbitration 
.shall be binding on the Federal Government and the 
Authority and any sum by which the Secretary of State 
may become liable or may so agree to pay by way of debt, 
damage or cost, and any costs or expenses incurred by 
him in connection with the matter shall be paid out of 
ithc revenues of the Federation and shall be charged on 
these revenues but shall be a debt due to the Federation 
from the Authority. 

'Concluding observationa. 

It is clear from the alwvc jirovisions regarding the 
•constitution and functions oi the iiroiwsed statutory 
Railway Authority, that while the Indian tax-payer shall 
continue to shoulder the finaueial obligation of the Indian 
Railways, he can apiiarently expect very little help from 
them for the reconstruction of the country’s economic 
.life. 

The Federal Legislature might lay down any policy it 
likes, but as the execution of the same lies with the 
.Statutory Authority which, in all probability, will be a 
packed body of foreign vested interests, we can hardly 
.expect the Indian Railways to play that role in India’s 
-economic regeneration which we find in countries like 
U.S.A., Germany and Japan. 
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We have alre.ady seen how the Indian Railways were 
created in pursuance of the old colonial i)oiicy in order 
to convert India into a market for British manufactured 
goods and a source of raw materials for Great Britain. 
That iwlicy was fulfilled, imrtly by the nature of the 
Railway routes, and partly by the classificatioti of Railway 
rates applicable to different (dasses of Indian (roods. It 
was earnestly hoped that with the coming of C.'entral 
resiK)nsibility the Indian Rsiilways might be converted into 
engines of economic betterment for India. Once more, 
however, the foreign vested interests wliie.h dictate 
British i)olicy in India have succeeded iti clipping the 
wings of Indian Nationalism even before they arc fully 
fledged so that the new political regime in India might not 
affect in the least their time-honoured closely entrenched 
position. 

Viewed in this light the provisions in the New 
Constitution relating to the Safeguards and Commcircial 
Discriminations, the creation of an indcirendent Reserve 
Bank with sole control over currency, exchange and credit, 
and the so-called Statutory Rsiilway Authority,— all seem to 
be so many integral parts of a well-laid and well-concerted 
conspiracy of British commercial interests to thwart for all 
time India’s economic aspirations and to hold the Indian 
people in perpetual iron-grip to the chariot-wheels of 
British economic imperialism. That the so-called inde[jcnd- 
once from political influence is little more than a camouflage 
for concealing the well-known fact of absolute dependence 
upon Clive street and the city of London, will deceive 


no one. 
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Economic effects of Railways. 

linilways a» a means of annihilating distance on a large* 
Hcnlc liave naturally revolutionised every aspect of humair 
life social, imlitical, cnltnral as well as economic. 
Socially, tliey have brought together peoples with divergent 
languages, traditions and customs and have thus paved the 
way for the progressive unification of mankind. Politically, 
they have rendered iHtssiblc the formation of Governments' 
embracing an ever-increasing number of men and women. 
Culturally, they have, by bringing together divergent' 
cultures and civilisations, promoted the cause of inter- 
provincial, if not also of inter-national cultural fellowship. 
But it is their economic effects particularly in Indiar 
which are most important for our ivcsent study. 

As we have already observed, in India Railways were- 
originally set up partly for administrative convenience 
but mainly to help British trade with India. Although 
that original purpose has been more than fulfilled, Railways 
have not failed to iiroduce many beneficial effects, hoW' 
ever, unintended. 

The credit side. 

In the first plaee, Railways have done much to mitigate 
the horrors of famine. Formerly when famine broke out • 
in a particular region owing to drought or excessive flood, 
there was no means of adequate succour to the affected 
people. But now, thanks to Railways, food and other 
requirements can easily be sent to the devastated areas if 
there is money to purchase them. ThuStRailwayshave* 
transformed the nature of famine. Famine to-day means- 
the famine of mmey rather than the famine of food. 
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Secondly, Railways by transferring consumable commo* 

' dities from places where they are abundant to places 
where they are scarce have helixd much to bring about an 
equalisation of prices in the different parts of the country. 

Thirdly, Railways have also heU)ed to triinsfcr popula- 
tion from highly-congested areas to areas which are 
sparsely populated. 

Fourthly, Railways have develoi)ed many new towns 
and cities which have greatly contributed to the 
modernisation of India. 

Fifthly, Railways have transformed agricultiuc from 
the old self-sufficient state to its present commercial 
nature. Thanks to Railways, the Indian ryot can now 
get a better imce for his products as he has got an access 
to the world-market in the place of the old local rural 
customers. Moreover, various new commercial crot)s like 
tea and jute could not have come into existence but For 
railways. 

Sixthly, Railways have given rise to various forest 
industries like timbering, etc. 

Seventhly, Railways have stimulated the growth of 
large-scale industrialism in India. Thanks to Railway 
transport facilities, it is possible for labour, rsiw materials, 
power resources and machinery to be concentrated in 
convenient places for industrial purposes. 

Lastly, Railways have also helped much to increase the 
revenues of the Government, both directly -because 
Railways have got to share their profits with the Govern- 
ment, and indirectly because Railways by increasing the 
wealth of the country, have not failed to increase the 
taxable capacity of the people. 
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In short, Railways have been the greatest single agency 
for the partial industrial revolution which has already 
taken place in India. 

Though Railways have conferred great economic booo' 
on the country, they have not been an unmixed blessing.- 
In fact, the immediate result of the opening of Railway 
lines was most disastrous, ns it was, indeed, intended by 
our British nders. 

The debit side. 

The competition with British machinery products 
which Railways brought into existence proved fatal to 
most of the old Indian well-known handicrjifts. The 
destruction of the cottage industries was followed by' 
a virtual deuundatioii of the country-side owing to the 
opening of new industrial centres controlled by foreigners 
which offered employments to the rural artisans, now 
thrown out of employment. 

Secomlly, Railways by obstructing the natural drainage 
of the country have in many places been responsible for 
water-logging, which in its turn, has served as a breeding 
place for malarial mosquito. 

Thirdly, Railways have hampered the development 
of indigenous large-scale industries by facilitating the 
export of raw materials out of the country. 

FomVdy, if Railways have helped the economic 
utilisation of forests, they have also been responsible for' 
a reckless destruction of Indian forests which has affected - 
India’s econotpic life in various ways. 

Lastly, Railways have greatly helped to nourish and 
entrench foreign vested interests in India which, as w&' 
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have already seen, present the greatest stumbling block od ' 
the way to India’s economic and political emancipation. 

Conclusions. 

We must observe, liowcver, that the demerits of 
Railways are not entirely due to the coustruction of 
Railways as such. They are rather due to the psirticular 
manner in which Railway lines were built up in India. 
Some, of the hardships noted above are, of course, in- 
evitable in a period of great economic transition, but we 
can easily make bold to say that if the development of 
Indian Railways took place on strictly national lines, India 
would have been spared of much of the sufferings whether 
temporary or permanent which Railways have brought in 
their train. 

Necessity of farther Railway Devolopment. 

Although the tolal Railway mileage in India stood at 
46910 in March 1934, having regard to the total require- 
ments of the country, we require a very considerable fur- 
ther increase of Railway lines. While EnroiMt (excluding 
Russia) covers 1660000 square miles, and has 190000 miles 
of Railways, India covers 1803000 square miles and has 
but 46910 miles of Railways. .Judged by the standard of 
population, India’s Railway equipment appears to be poorer 
still. Where as pec every Rail-mile, Canada has got 222 
inhabitants, South Africa 605, Australia and New Zealand 
238 and Argentine 376, India has got 7894 inhabitants - 
per Rail-mile. Of course, we must remember that trans- 
port raqnirements in India nny be supplied in many places ‘ 
more Actively by ^ 7 ater-wayB and mechanised Road - 
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transport and as such we do not envisage any indefinite in 
crease of Railway construction in India to the exclusion of 
alternative transport agencies. As a matter of fact, most of 
the trunk lines have already been constructed. In future, 
Railway development must take the shape of branch and 
feeder lines. Moreover, care should be taken to raise the 
iiece-ssary amount of money in India and also to build up 
a Railway industry in India, as it is e.vtrcmcly dangerous 
for India to dci)end always upon foreign supplies either for 
x5onstructiou or repair. 

Road Tranaport. 

The existing situation. 

We have already referred to the unsatisfactory state of 
India’s roads in the early days of the John Company. The 
Kast India (’ompany, being a commercial corporation, 
naturally did not take any interest in the development of 
Indian roads. The few roads that existed were placed in 
charge of Provincial Military Boards. 

It was Tjord Dalhousie who first initiated a vigorous 
road policy in India and set up a Central Public Works 
Dciiiirtmcnt supplemented later on by similar Provincial 
Departments. Moreover, the Railway policy of Lwd 
Dalhousie necessitated the formulation of a complementary 
road iwlicy. Nevertheless, the development of roads was 
bound to suffer owing to the Government’s stake in .the 
prosperity of Indian Railways. 

At present, there exist in India four great trunk roads 
stretching across the country connecting (1) Calcutta 
with Khyber, (2) Calcutta with Madras. (3) Bombay witii 
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'Madras and (4) Bombay with Delhi. Of these, the first 
•is the most famous and is known as the Grand Trunk 
Road, the road per excellence for Moghul armies in the 
palmy days of the Timurid Empire. 

These four main roads account for about 5,000 out of 
the nearly SO,QOO miles of metalled roads in British India. 
All these main roads are associated with a large number of 
feeder roads, both metalled and unmetalled. The total 
mileage of Kacfta roads in British India stood at 190,534 
miles in l}i32-33. The state of roads is most unsatis- 
factory in desert regions like Sind, Rajputana and parts of 
the Punjab, as also in the river estuaries of Bengal and 
Orissa. South India is comparatively better served by 
roads compared to North India. 

It is clear from the above account that for a country 
with continental dimensions like India, the existing total 
road mileage is extremely meagre. The seriousness of the 
situation will be still more apparent, if we just remember 
that in the rainy season, or during floods,, some of the roads 
referred to above, become impassable. Even under normal 
circumstances, many villages are practically Inaccessible 
even by bullock carts, not to speak of mechanised trans- 
port. The extent of India’s backwardness as regards road 
equipment is easily realised if we just remember that 
whereai^'in the U. &. A. there are 25,00 miles of road per 
■ every 100,000 of population, in India there are only 84 
miles. The eomisirison with the U. S. A. is all the more 
significant, as that country has got the closest resemblance 
to India both as regards dimensions and variety of dimatic 
.regions, although the density of population in India is 

26 
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much higher, being 240 per sq. mile, while that of the U.- 
S. A. is 31 0 . 

Lastly, India suffers at present not only from a paucity 
of good roads but also from a gradual deterioration of 
many of the existing roads, the maintenance of which is 
entrusted to local bodies with very inadequate resources. 

The need for a new road policy. 

The rapid extension of motor traffic in India in recent 
times and the obvious facilities offered by mechanised 
road-transport have led to a growing realisation on the- 
l)art of the Central and Provincial Governments of the 
necessity of a comprehensive road programme to co- 
ordinate local programmes and evolve common policy. 
Road Boards have already been established in Bombiy 
Madras, the Punjab and the United Provinces which 
have got mainly advisory functions. In 1927 the Road. 
Development Committee was appointed by the Govern- 
ment of India with Mr. Jayakar as Ibesideiit. That 
committee recognised the fundamental fact that the 
financial capacity of the Local Government was not fully 
up to the task of road-development in India and as such, 
the Central Government should finance a part of the deve- 
lopment programme. The case for such Central aid was 
all the more strong, if we could only remember that the 
Central revenues benefit much from the development of 
roads not only through enhanced railway receipts, but also 
through customs and excise receipts from motors and. 
motor-spirit. 
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For the purpose of road development, the committee 
made the following recommendations. 

(1) Additional taxation should be imposed on motor 
cars and motor spirits and the proceeds should be spent 
on road-development. 

(2) There should be license fees for vehicles plying for 
hire, the proceeds of which should also be siHsnt on road- 
development. 

(3) With a view to reducing the burden on local 
IxKiics and enabling them to devote more attention to 
feeder-roads, there should be a re- classification of roads in 
order to transfer some of the local roads to the category 
of artenal roads. 

(4) More liberal financial assistance should be forth- 
coming from Provincial funds to the local bodies. 

(5) Railways also should be made to contribute 
towards the construction and maintenance of feeder-roads, 
as they are directly benefited by them. 

(6) Lastly, there should be no levy of road-tolls on 
any traffic, except tolls on bridges. 

The Royal Commission on Indian agriculture expressed 
the opinion that the policy of road-development could be 
much better executed if, instead of depending entirely on 
current revenues, loans were raised for financing road- 
programmes. The Road Committee, however, while 
leaving the decision to raise loans to the discretion of the 
different Local Governments, condemned large schemes of 
road-expansion financed by loans on the ground that the 
Provincial revenue might be mortgaged for long periods 
for the service of such loans at the expense of other equally 
imiKirtant departments. In their opinion, loans should be 
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for ahott petiods only and only for prodndti'e purposes, 
in particular, construction from loans should preferably 
be confined to the more permanent parts of a road project, 
such as a bridge, which have got a more or less calculable 
longevity and whose cost of maintenance is small. 

The Road Committee did not favour reliance on a 
Centriil Road Board with executive powers administering 
a separate road-fund, or the creation of a Central Road 
Department for giving effect to this new road-programme. 
In their opinion, the task of co-ordination could best be 
discharged by a iwriodical Road-Conference of representa- 
tives of the Central and LocaI Governments. They, 
however, recommended the appointment of a Road 
Engineer to the Government of India who was to act as a 
secretary to the Road-Conference. Laatly, the Committee 
recommended tlie (institution of a Central Communica- 
tions Department to ensure a co-ordinated policy in res- 
I)ect of the develo[)ment of roads and railways. 

Government of India’s response. 

Following the recommendation of the Road Committee, 
the Indian Finance Act introduced an increase in import 
and excise duties on motor-spirit from -/4/- to -/d/- per 
gallon which yielded in the first year an additional 
revenue of Rs. 94 lakhs. 

In September 1929 the following conventmi was 
adopted by an official resolution imssed by the Indian 
Legislative Assembly, the principal features of which may 
be summarised as follows. 

. (I) To ensure some contintdty in road-programmes 
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the increased duties on motor-spirits are to be maintained 
for a period of 5 years in the first instance. 

(2) The proceeds of the additional duties are to be 
spent on road-development and as such should be credited 
to a separate road-devdoptmtii (tceoimt. 

(3) The annual grant shall be divided as follows ; — 
Ten i)er cent shall be retained by the Government of India 
as reserve for 2 years, out of which special grants miglvt 
be made for projects beyond the resources of the local 
Governments or for those that concerned more than one 
province or state, or for a bridge over a river on a 
Provincial or state boundary. Out of the remainder, an 
api)ortionmcnt shall be made among the provinces in the 
ratio which the consumption of petrol in each province 
bears to the total consumption in India according to the 
preceding calend<ar year. The balance is to be allotted as 
a lumiwium to the Government of India. 

(4) Grants are to be made to each Province for ex- 
penditure on such schemes as are apivoved of by the 
Govemor-Gencral-in-Council with the advice of the Btand' 
ing Committee for Roads. 

(5) A Standing Committee for roads is to be conBii> 
tuted every year, consisting of certain elected and nomi- 
nated members of the Indian Legislatures with the chair- 
manship of the member of the Governor-General’s Exeevk 
tive Council in charge of the Road Department. 

(6) This Committee is to advise the Govemor-General- 
in-Council in all matters relating to roads inchiding road- 
research. 

(7) All proposals for expenditure from the annoil 
grant, or its aecnmulated balance, shall be snbmitted for 



406 


IMDIAK ECONOMICS 


approval to the (Standing Committee for Roads, sitting as 
Finance Sub-committee. 

Rail'Road Competition. 

With this brief survey of the development of railway 
and road-transiwrt in India} we now proceed to discuss 
the perplc.ving problem of rail-road comi)etition. Every 
where in the moilern world railway-trausiwrt is suffering 
to a greater or lesser extent from competition with motoi> 
transport. Hence, the problem is not in any sense peculiar 
to India. 

In a sense, and over a large part of the field, roads and 
Ktils are complementary to each other, the former carrying 
goods and passengers from the interior to the latter for 
long distance travel. They can, however, be and, indeed, 
tliey are to some extent, competitive, where for instance, 
roads and railways run parallel to each other. In such 
cases, a part of the traffic is naturally diverted from the 
vails to the roads owing to the greater cheapness and 
greater convenience offered by motorised transport. In 
recent years, this form of competition has assumed 
increasingly serious proportions and as such a great 
deal of mutual bitterness has been engendered between 
the rival vested interests. Hence, the fcilk of co-ordination 
of the two rival forms of transport of which we have 
heard so much in recent years. 

The term, ‘co-ordination* is a much-abused term. 
Railways, talking of co-ordination, were mainly thinlring 
of the railway-control of road, while road-transport 
companies, talking about co-ordination, were mainly 
thinking of their plan of exercising unrestricted freedom 
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to undercut the railways and of complaining loudly 
against the alleged iniquities of road-taxation. Co-ordi- 
nation, however, properly so-called, should be defined as 
'the working together of the dififerent forms of transport 
•services in such a way that each performs that tmrt of the 
work for which it is best suited, all the time in the 
interests of the passenger public and the trade, industry 
and commerce of the country. Coordination thus implies 
'three things, (1) The economic allocation of functions as 
between dififerent means of trnnsi)ortation : (2) the 
formation and establishment of well-organised joint 
^a^ices : and (3) the elimination of coini;)etitive waste. 

.Methods of Co-ordination 

Uo-ordination can be attained by the following 
rraethods ; — 

(a) Unresiricted free compeiiiion or 

(b) Voluntary intercarrier airangemmt and ayreeinent, 
•or 

(c) State regulation, or 

(d) Complete unification of different, means of 
4ramportation under one management, or 

(e) A combination of all those methods. 

(a) Of the dififerent methods referred to above, the 
first one should be summarily dismissed on the ground of 
•the inevitable waste of social resources involved in the 
process. Even assuming that competition can ultimately 
-establish a system of transport which is best in the public 
anterest, there can be no gain-saying the fact of duplies- 
ition of transport agencies in the short period. 

,(b) The method of voluntary intercarrier agreement 
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is in many respects an ideal one, and should be attempted! 
first. It involves the setting up of a standing committee- 
cotisisting of an etpial number of representatives of the- 
railway and road companies which shall consider and 
recommend measures by which the services of both can. 
be co-ordinated in the interests of the public. These- 
moasures will include among others (1) The running of 
road services to and from any railway station within the 
area and (2) tlie provision of through facilities for railway 
and motor passengers who arc to travel partly by raili 
and partly by road. 

The committee should decide whether any proposed 
road service in its area will be in direct competition with< 
the railway company ; it should also have the right to 
determine the fares which should be charged by the rail- 
way and road companies respectively. Similarly, the- 
Railway company should not be allowed to operate within- 
the area granted to tlie Koad Coiniiany by agreement, nor 
will the Road Company actpiire any interest in any road, 
undertaking which is in direct competition with any 
transpoit service of the Railway Comi)any. In practice,, 
however, the voluntary agreement method has not been 
very successful. The greatest stumbling block, at leash, 
in England, has been excessive railway pressure on. 
Road Companies. Moreover even where agreements are- 
arrived at, because of their voluntary nature, they may.- 
not be lasting. The Road Companies will ever have the- 
tiBuiptation to challenge the Railways especially as regardo- 
short-distance traffic. Hence the voluntary i^reemeot. 
method may be at best a temporary airangentent and 
.wheiiever it may be adopted, k should be replaced by a 
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compulsory lejxislation. Care, however, should be taken to- 
safeguard adequately the interests of the Rond Companies 
before such legislations arc passed. 

UniBeation of all the means of transport might take- 
place either as a result of unrestricted competition or on 
the application of the principle of state socialism. The- 
first alternative involves a painful process, while the- 
second alternative necessitates a radical transformation! 
of the political outlook of the iieoidc. Hence the method 
of unification docs not appear to be very promising at thc- 
present juncture. 

Coordination involves, in the first place, the setting 
up of an adequate co-ordinating maidiincry. Dealing 
with the {nroblcm of machinery, the Mitchcll-Kirkncss 
Committee suggested the creation of a central advisory 
Board of communications with atbliatcd Provincial Boards 
of communications and divisional Committees. The 
Committee, however, was not in favour of the establish- 
ment of a permanent whole-time body like the Traffic 
commissioners in Great Britain, where the country has 
been divided into thirteen areas for purposes of control. 

We do not think, however, that ad hoc advisory 
committees can successfully tackle the problem of Co- 
ordination, especially when Railways are in the charge 
of the central government, while Roads are predominantly 
a provincial concern. We agree with the suggestion of 
Mr. 6. K. Guha that a permanently constituted authority 
of the type of the Inter-states commerce commission 
in the U.S.A., with legal authoritative powers of control 
in both inter-provincial and intra-provincial transport. 
mattws, and independent of political influence whether 
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from the central or from the provincial governments, 
•would be necessary for purposes of securing proper Co- 
ordination. Such an Authority would be e.ascntial even 
if Roads and Railways are brought under complete and 
•uniOed state control. The fundamental fact that the 
interests of the different means of transport authorities 
are far from being coincident makes an impartial, judi- 
cially-minded, iiideiHuident Co-ordinating Authority 
jndis^iisable. 

•Constitution and (unctions of the Co-ordinating 
Authority. 

The Co-ordinating Authority should liave a President 
•of the rank of a High Court judge. One of the members 
should be a comi)etent transport economist, while the 
ether 2 or 3 meinbers slioidd represent the rival transix>rt 
interests. 

The functions to be discharged by such an Authority 
are, indeed, very far-reaching. The Authority must control 
road transport by laying down license regulations, provid- 
ing time-tables where necessary, securing reasonable fares, 
: granting monopolies when desirable, avoiding parallel and 
duplicate services, determining proper ‘zones’ of competi- 
tion, and advising the Government with regard to neces- 
sary legislations for purposes of co-ordination. It should 
.also have the right to see whether the Railways are doing 
Aheir best to serve the public, especially the poor Indian 
passengers, by offering cheap fares, reasonable comforts, 
and proper transport facilities. In short, the Authority 
.must make genuine attempts to remove all unfair and 



India’s taanspobt system 


411 


wasteful competition between the railway and the road 
•companies without standing in the way of the natural 
development of the latter. India requires more and better 
rails and more and better roads. The Authority we 
envisage will try to secure both with the least amount of 
friction and with the least amount of waste. 

Hjrther notes on rail-road competition. 

The Reilway Cate against Road Companies. 

Railways claim that they represent public vested interests, with 
over Rs. 800 crores already invested in them, and that they are 
essential for long distance, heavy and bulky tradic which can not 
be expected to be properly handled by the road companies. 

Railways are suffering much owing to a diversion of a large 
part of the short traffic, both as regards passengers and goods, 
wherever rails and roads arc situated parallel to each other. And 
Railways claim that this competition is unfair on the following 
grounds • — 

I. (a) Railways have got to publish their rates and fares in 
advance, while there is no such corresponding obligation on the 
road companies. This enables the latter to under-cut the former. 

(b) Railways have got to accept all kinds of traffic for which 
facilities exist, while road companies can refuse or pick and choose 
between different kinds of traffic offered. This obligation neces- 
sitates the carriage of uneconomical loads and the haulage of 
half-empty wagons. 

(c) Railways can not offer discriminating facilities to individual 
passengers or goods consignments which Road companies can, 
thereby taking away the cream of the Railway traffic. 

(d) Railways have to obey all sorts of regulations as regards 
hours of work and the physical htness of their staff, maxima and 
minima of rates and fares, compensation for damage or accidents 
ctG, while road companies are practically exempt from all such 
jestrictions. There is hardly any such effective control over road 
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companies. The motor buses are indeed notorious for their over- 
crowdlnjjf, irre<;ular startings, irregular arrivals, accidents for which* 
no compensation is paid^ and rudeness towards passengers. 

(e) Again, while Railways Companies have to meet the cost of 
construction and maintenance of track, the cost of the rolling 
stock, and ihe cost of the additional restrictions for the safety and 
convenience of the public, road transport is almost free in these 
respects except for the vehicles and a part of the cost of mainte- 
nance of the roads. 

(f) Lastly, Railways have to operate an adequate and a fixed 
nunib^* of services, no matter whether there are passengers or not. 
butXoad companies are comperativciy free in this respect. 

The Case for the Road Companiei. 

(a) If Road companies have come into existence and partly at 
the Railway’s expense, it is because of the superior service they can 
offer and as such they should not be curbed or restricted. Compar- 
ed to Railways, the Road companies are very small concerns and 
as '^iich they rather deserve protection at the hand of the state. 

(b) It is no crime of the Road companies if their overhead 
costs as well as operating expenses are low. On the other hand^ 
they more than pay for the maintenance of roads as they contribute 
about Rs. 8*30 crores in Central, Provincial, and Local taxes and 
fees of which only Re i crore is devoted to the Central Road 
Development Account. 

(c) Roads benefit the Government officers, both civil and 
military, the surrounding places, agriculturists, mining and forest 
interests, other road-users such as bullock-carts, cyclists and 
pedestrians, and last but not the least, the Railways both by bring- 
ing traffic to them from the interior and by necessitating the Rail- 
way carriage of petrol and other road- materials. 

(d) If Road companies thus help the state and the community 
in so many ways, they fail to understand why they should submit 
to such grinding taxation which has been estimated by the Mitchell 
Kirkness committee as varying between i6 to 27% of the total 
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' working expenses, rising to as much as 40% in the case of Madras 
owing to exceptionally heavy local taxation there. Even a higher 
scale ot taxation might be acceptable to the Road companies, 
provided it was a taxation for transport, and not on transport, as it 
appears to be at present to a large extent. And lastly, Road 
companies can not naturally agree to bear the entire burden of 
road-maintenance, when there are obviously so many other bene- 
ficiaries, both direct and indirect. 

(e) Road companies also deny the right of the Railways to 
■ operate rival bus services on their own account to pul out of busi- 
ness the public companies by icck-lcss rate-cutting, which is 
possible because of their v*^st financial strength. 


Water Transport 

Before the era of Railways, water transpost played a 
very important part iu India. Even now the part played 
by water-ways in the carriage of bulky commodities within 
India is by no means negligible. The reason is that water- 
transport is much less expensive than transport by roads 
and rails except in the case of artiBcial navigable canals. 
Water-ways in India, however, have suffered much owing 
to the hostility of the railways. ' 

Water-transport can be classified under three heads : 

(a) Oceanic, (b) Inlan.* (c) Coastal. Of these, 

• oceanic transfiort has enjoyed the largest expansion in 
modern times. Although, India suffers from the absence 
•of au indented coast line, and has very few natural har- 
bours, her central position between the Old and the New 
Worlds equips her for a very floniishing oceanic trade. 
‘The total value of the sea-tK>rne trade of India in 
smerohandise and treasure was estimated at Re. 6i6‘I9 
.crores in 1928-&. Five-sixth of this trade is concentrated 
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in the five principal ports of India and Burma namely 
Karachi, Bombay, Rangoon, Madras and Calcutta ; and' 
about 12 million tons per year is carried, but the share of 
the Indians in oceanic trade is about 2%. As regards- 
inland navigation it is generally confined to the great 
Hindiisthan rivers, namely the Ganges, the Braliniapiitra 
and the Indus. The Ganges is navigable as high as- 
Cawnpore, although comiiotition with Railways has greatly 
affected its traffic. The Indus is navigabh; as far as 
Dchra Ismail Khan in the Nortli West Frontier Province,. 
800 miles inland. Thes Brahma |>iitra is navigable by 
steamer as high as Dibrugarli. Some of the tributaries 
of these rivers are also navigable at least for a part of the 
year. 

The Deccau rivers, however, arc not so well-adapted 
for steam navigation. At Ixist they are navigable for a 
part of the year. Only the Mahanadi, theGodabari and 
the Krishna are uavigiiblo in their upper reaches, but the- 
traffic on them is rather slight. 

Inland navigation was largely resorted to in the old 
days and there was a considerable volume of river traffic 
in the time of the Mauryan and the Moghul empires. 

At one time there was a good desil of agitation in 
favour of navigable canals. As early as 1872 Sir .4rthur 
Cotton placed a very ambitions scheme of steam-naviga- 
tion before a Parliamentary Committee whose estimated 
capital cost was £ 30,000,000. The scheme, however, was- 
not accepted, partly because of the- heavy e-Kpenditure 
it entailed, partly because of tlie Englishman’s distrust- 
of the value of canals and partly because of the opposition 
by Railway interests. For some time,, whilo Railways: 
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were a losing concern, there was some enthusiasm for navi*- 
gation which, however vanished away with the emergence' 
of Railway profits in the beginning of the present century. 
The case for steam navigation has been still further weak- 
ened by the exigencies of various irrigation projects which ' 
account for a large quantity of river-water that could'’’ 
be utilised for navigation purposes. Nonetheless, there" 
is some room for improvement in the existing water-ways. 
The Industrial Commission recommends the fonnation of 
a Water-ways Trust particularly in areas served by both- 
Railways and Steam Companies, with a view to relieving’ 
any congestion in the railway system. The development 
of Road Companies, however, has created a new situation 
which makes the old remedy obsolete. Lastly, we come 
to coastal transport. The total value of our coiistal trade in • 
1932-33 was Rs. 153' 47 crores, and about .5 million tons 
are annually carried by ships engaged in coasting trade in < 
India. Unfortunately, however, the share of the Indians 
amounts to only 13%, the rest being practically mono- 
polised by a few large British Navigation Comiianies. 
These Companies have formed themselves into a con- 
ference, which charges exorbitant rates on goods shipped 
from one Indian port to another, compared to the rates on ' 
goods in transit to and from foreign countries, thereby 
neutralising the natural protection which an Indian in- 
dustry might expect to enjoy by reason of its situation 
relatively to foreign centres. The conference has also 
been responsible for persistent and organized efforts, so ■ 
far remarkably successful, aimed at the crashing of 
Indian mercantile enterprise by various clubbing devices - 
such as the defended rebate system and rafe tears. ■ 
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Deferred rebate system. 

The system has boea described as follows — “The 
shipping companies issue a notice or circular to shippers 
informing them that if at the end of a certain period 
they have not shipixsd goods by any vessel other than 
those despatched by members of the company, they will 
be credited with a sum c(iuivalcnt to a certain part 
■(usually 10% of tlie aggregat<f freights paid on the 
shipment during that period) and that this sum will be 
paid over to them, if at tlm end of a further i)eriod, they 
have continued to confine their shipments to vessels 
belonging to members of the conference. The sum so 
paid is known as a deferred relHtk” The system thus 
serves to confine the loyalty of shipix^rs to the .British 
shipping ring with the help of reduced freight charge 
w'hich laicomes all the more attiactive because it takes 
the shaiKi of a Ijonus payable at the close of two succes- 
sive periods of loyalty. 

The deferred rebate method is not the only method 
. employed by British Shipping Companies for throttling 
- the Indian mercantile «‘oncerns. The conference also does 
not hesitate to resort to reckless rate-cutting as soon as 
an Indian competitor comes upon the field, until the 
latter is driven to liquidation. 

Indian shipping concerns also sufifer from the hostility 
displayed both by the Government of India, and British 
Insurance Companies. The former entrusts the carriage of 
Government mails as well as of Government stores to the 
British concerns to the exclusion of the Indian ones, while 
..the latter regard all Indian thipping companies as second- 



India’s transpor'i system 


417 


•class risks although they might be regarded as first class 
risks by London experts. Thus, British vested interests 
and the old racial prejudice have come to be the greatest 
stumbling block on the way to prosiwrity of indigenous 
coastal shipping. The siturtion becomes all the more 
deplorable, if we remember that these foreign companies 
offer practically no facility to Indians for qualifying 
themselves fer the higher t>osts, although the crew is 
largely Indian in composition. 

If India is thus in a very unenviable position the 
state of the Indian ship-building industry is hardly 
better. The number of ships built in India amounts to 
only 22 as against 17000 ships built in the whole world in 
the 10 years previous to the War. There arc no suitable 
ship-building yards in India for large ships and even the 
few existing repair-ships are controlled by non-Indians. 
But there was a time, not long ago, when ships built in 
India were regarded as greatly superior to Euroi)ean ships 
including British. Speaking of the period at the death 
of Akbar, Moreland observes that the great bulk of the 
commerce of the Indian seas was carried in slyps built in 
India and that India had passenger-ships much larger 
than any in contemporary Europe, with the pc dblc 
exception of the Portuguese. It was the introduction of 
iron-built shii^s and of mechanised sea-transport, coupled 
with the jealousy of the British shipping concerns and the 
operation of the British Navigation Act, that ultimately 
brought about the downfall of the Indian shipiang and 
■the ship-building industries. 

27 
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The case for an Indian Rfercantile Marine- 

Indian national aspirations, both economic and politi- 
cal. have naturally insisted on the revival of an Indian 
mercantile marine with the help of state-aid. both legis- 
lative and fiscal. The systematic manner in which Indian 
shipping has been throttled by British shipping interests,, 
has naturally aroused the greatest public indignation in 
the country, and the creation of a mercantile marine, 
Indian in ownership and com{)Osition, has become one of 
the greatest objectives of Indian nationalism. 

Apart from nationalism, pure economic considerations 
also justify our aspirations as regards the establishment 
of a national shipping industry. India possesses undoubt- 
ed natural facility both for shipping and ship-building. 
We have got a large home market as well as raw-materials 
and cheai>labour. All that we require is state-aid both, 
by way of subsidy to the Indian ship-building industry' 
and rc8er\mtion of coastal traffic for Indian shipping. 
Even highly industrialised countries like Japan, the- 
U. S. A. and Germany found state-intervention necessary 
for building up their own national Mercantile Marine in' 
the face of powerful competition from British shipping 
concerns. Even England, who was regarded in the pre- 
war period as the world’s ocean-carrier, built< up her' 
maritime greatness with the help of a series of Naviga-- 
tion Acts from the time of Queen Elizabeth (mwards 
and in recent times has again found it' necessary to sub- 
sidise certain branches of shipping which have been 
experiencing great difficulties in holding their own, thanks- 
to fmxiign competition. India, therefore, is in very good- 
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company in asking for a subsidy for building up her own 
mercantile marine. 

Secondly, India demands the compulsory reservation 
of all coastal traffic for Indian shipping. Here also India 
is in very good company as the principle of reservation of 
coastal traffic has been jidopted practically by all the 
nations of the world, rnfortunately, however, the British 
vested interests once more stand in our way and there 
are clauses in India’s new constitution under the euphe- 
mistic heading of ‘‘safe-guards and commercial discri- 
mination” which tiracticaily debar for all time the |>roposcd 
Federal Legislature from passing any bill for such 
resen'atioiis. 

In this connection, we might briefly refer to Mr. Haji’s 
unsuccessful efforts in 192S and 1929. In 1928 Mr. Haji 
moved a bill in the Indian Legislative Assembly for the 
reservation of coastal traffic for Indian shipping. Accord- 
ing to the Bill, at least 75% of the shares of any shipping 
concern, operating in Indian coastal waters, were to be 
owned by Indians. The Chairman as well as not less 
than 75% of the Board of Directors were^ also to be 
Indians. The reservation was to be gradual extending 
over a five-year ireriod. As regards the existing lines, 
they might either be purchased by the Government with a 
view ultimately to handing them over to Indian com- 
panies or they might be gradually Indianised. The Bill 
was referred to a Select Committee out of which it 
emerged practically unchanged. The Viceroy before 
taking any action summoned a conference of Indian and 
British shippers which naturally revealed a fundamental 
cleavage of opinion between the British and the Indian 
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prouiw, which oflFered to the Viceroy the necessary pretext 
for (Inferring the Government’s decisions on the subject, 
I)enfling the completion of the Round Table Conference’s 
(l<‘]ibcrntions on Commercial Safeguards and Discrimina- 
tion. And we need not repeat here what the deliberations 
could come to. 

In 1029 Mr. Haji introduced a complementary Bill for 
the abolition of the deferred rebate system. While the 
pnr|)ose of the first Bill was to drive out the foreigners 
from Indian coastal traffic, that of the second was to 
ensure a fair distribution of business among the various 
Indian companies. Although in Mr. Haji’s opinion the 
Sf'cond Bill was quite independent of tlie fate of the first 
one, Sir George Rainy, the then Commerce Member, 
contended that the second Bill should wait until the 
earlier one was disposed of, one way or the other. He also 
defended the deferred rebate system on the ground that 
it ensured regularity of service, stability of freights and 
equality between large and small shippers, without being 
able to offer any convincing argument for his contention. 
He also criticised the Bill on the ground that it could 
not prevent or mitigate the rate-war that was going on. 
Thus, both the Bills of Mr. Hazi were torpedoed by the 
Government’s hostility. 

Conclusions 

It is clear from the previous account that Indian as- 
pir'^tions regarding a national mercantile marine can 
hardly be fulfilled unless India gains greater control over 
her own destiny than what is offered by the Government 
of India Act of 1985. Nonetheless it is well for us to 



inida’s transport system 

cherish that dream and bear clearly in mind onr 
programme of action in this respect, so that we might 
give effect to it as soon as we obtain the necessary 
political powers. We require a national mercantile marine 
because it would help to make us self-sufficient, because 
it would open new avenues of employment to Indians, in- 
crease our national wealth and give rise to highly remu- 
nerative subsidiary industries like ship-building, murine 
engincernig and marine insurance. Last, but not the 
least, au Indian mercantile marine will be invaluable 
in times of war in as much as apart from making 
us self-sufficient in the place cf existing dependance 
upon foreign shipping companies, it can be turned 
to military purposes, if the necessity arises. The argument 
sometimes advanced by interested foreigners that Indians 
are unfit for building up their own mercantile marine on 
account of their lack of sea-going habits is a down- 
right tissue of lies as Indians have always been a seafar- 
ing people from 400 B.C. to 1800 A. D. and that Britain 
herself had to take infinite pains to drive out Indians 
from the Indian territorial waters. , 

Recommendations of the Mercantile Marine 
Committee ( 1923 ) 

Before concluding this chapter, we summarise briefly 
the principal recommendations of the Mercantile Marine 
Committee (1923) which was appointed by the Government 
in response to insistent popular demand : 

(1) For the training of Indian officers, there should be 
a training ship at Bombay. (This recommendation has 
been accepted by the Government and the Boyal Indian 
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Marine vessel *Dufferin’ is being utilised for the training 
of Indian cadets.) 

(2) Provision should be made in engineering colleges 
for the training of marine engineers. 

(3) The coastal trade should be gradually reserved 
for Indian shipping. Shipping comiianies should be 
registered in rupee capital, with iiredominant Indian 
ownership and management, and with obligations to take 
Indian apprentices with a view to tlic gradual Indianisa- 
tion of the oificMirs^ and engineers:’ posts. 

(4) One of the existing British shipping concerns 
should bo purchased by the Government and transferred 
over to Indian ownership and control. 

(5) As soon as Indian shipping companies prove their 
efficiency in coastiil traffic, the question of granting to 
them bounties for overseas tmnsport should be considei'ed. 

(0) Preference should lx< granted to Indian shipping 
companies for the carrying of tlic Royal Mail and of 
Government stores. 

(7) Calcutta should be the centre of the Indian shitv 
building industry, owing to its vicinity to coal and iron 
mines and constructional bounties should be granted to 
that industry to make up the difference between the for- 
eign and demcstic costs of production, subject to a maxi- 
mum of 25% of the foreign price. 

(8) Other facilities should be granted to the Indian 
ship-building industry by way of cheap loans, assistance in 
acquiring a suitable site, extension of Government and 
Port Tnist patronage regarding cost, supply of expert 
assistance from abroad and the establishment of schods 
and colleges in India for the study of naval architecture. 
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Thus, 'the recommendations of the Mercantile Marine 
•Committee are fairly far-reaching. Unfortunatly, the 
-Government of India has earned an nnenvialile reputation 
for appointing expert committees whose published reports 
are, invariably pigeon-holod and are destined never to see 
'the light of the day again. 



CHAPTER XVIII. 


INDIA’S FOREIGN TRADE. 

Historical Retrospect. 

W<! liavo already referred to India’s extensive foreign! 
trade in the ancient i)eriod. As early as 3000 B. C. 
India had trade relations with Babylon. Egyptian inuin>- 
mies, supposed to ix;long to 2000 B. C. have been found to- 
be clothed in the finest Indian muslins. India also had a 
flourishing trade with ancient Greece, ancient RomCr 
Arabia, Persia and China. 

In tho.se days there were both sea-routes and land- 
routes followed by India’s foreign trade. The Indian ports 
were mostly situated in Sind, Malabar, the Coromandel 
Cojist, Orissa and Bengal. In particular, Tamralipti 
(modern Tamltik) in Bengal was a very important [lort. 

The land routes emanated from India’s north-west and 
north-east frontiers. The former connected India with 
Afghanistan, Persia, Central Asia, China, and evea 
distant ,fapan ; while the latter connected India with. 
Burm.<i, the Malay Peninsula, Champa ( the present French 
Indo-China) and Southern Cliina. There were also direct 
land-routes connecting India with Tibet, Nepal, Bhutan 
aud Sikkim. 

India’s foreign trade in those days, however, was con- 
fined to only rare and costly commodities, the principaL 
articles of export were textile manufactures, ivory, metal- 
ware, perfumes, spices, etc, while the principal imports- 
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were brass, tin, lead, wines, horses, etc. There was also a 
large entrepot trade in pearls, silks, iwreelain and pre- 
cions stones. As we have already stated elsewhere, 
India had a iloarishing fleet of merchantmen in those 
days, which largely served as a carrier of India’s sea-borne 
trade to and from far-flung countrioH. 

Foreign trade in the middle ages. 

With the beginning of the so-called Moslem period of 
Indian History, certain new factors came into play. Inevi- 
tably, the land-routes across the north-west frontier 
increased in importance as the Moslems came into India- 
through that region. There were two such routes, one 
connecting Lahore with Kabul, and another connecting 
Multan with Kandahar. 

There was also regular oceanic tnide largely controlled: 
by the Moslems. Once more the Malabar and the Coro- 
mandel coasts came into prominence, and to a lesser ex- 
tent, the Gulf of Cambay. Calicut was a great centre for 
entreixit trade. 

The nature of India’s exports and imports, however, did' 
not materially differ from their ancient counter-part. The 
main Indian experts were textile manufactures, indigo^ 
spices, opium, pepper,' drugs, etc. while her main imports 
were horses, jewels, gold, copper, tin, sine, lead, amber- 
and precious stones. 

The Discovery of the Cape Route and after. 

Alike in the classical and medieval epochs, India 
always loomed large in the Western imagination as the- 
"Golden Ind”, the land over-flowing with milk and honey,, 
.so to say. Hence, as soon as the clarion call of the Renai- 
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Hsaijce woke up KuroiKi from her somuolent stupor of n 
thousand years, some of the most adventurous spirits of 
Europe at once took up in earnest the intriguing task of 
discovering a direct sea-route to India. That great quest 
at first resulted in the discovery of America by (!!olumbus. 
But it was reserved for the Portuguese sailor, Vasco De 
Gama, to round the Cape of Good Hope and to act his foot 

on the Indian soil, the first European to perform this feat 
exclusively by sea -voyage. 

The discoveiy of the Cai)e route radically transformed 
the nature of India’s commercial intercourse with Europe. 
Formerly, Indian products were carried by Arab merchants 
to Aden and thence curried by land and water to the 
Mediterranean coast. There they passed into the hands of 
Italian traders of Venice and Genoa who were responsible 
for their ultimate disimsal in the difierent parts of Europe. 
The discovery of the CaiHj route, however, offered a unique 
opiwrtunity to Portuguese merchants who naturally wanted 
to monopolise the whole of India’s trade with Europe at 
the exiiense of the Ai'abs and the Italians. 

In the first round of the contest, the Portuguese won 
very easily, as the Arabs were no match for those hardy 
Euroiieans whose cupidity was all the more strengthened 
by their Christian zeal against the infidels who had caused 
> them so much troubles nearer home in the not too remote 
, past. But the very success of the Portuguese aroused the 
jealousy of their Northern neighbours, and erelong the 
English, the French and the Dutch fitted out their own 
fleets of merchantmen for fighting the Portuguese in India 
and the East Indies for the dual satisfaction of their 
.commercial instinct and anti-inquisition seal. We are 
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>aot concerned here with the details of the great struggle 
which ultimately resulted in the triumph of the English in 
India and of the Dutch in the East Indies. 

The victory of the British East India Company not 
• only over the rival European Powers, but also over the 
numerous Potentates in India, however secured, naturally 
gave it virtual monopoly of India’s trade with Europe, 

For some time, the character of the Indian trade was 
unaltered, the East Indian Company acting as the sole 
agent for the disposal of Indian rare products like textile 
and silk manufactures, etc. in the European market, partly 
at the expense of British manufacturers who naturally 
made the most clamorous protests and managed to secure 
prohibition, either partial or complete, of various Indian 
textile products. 

The Industrial Revolution and after. 

The Industrial Revolution which took place in England 
from 1760 onwards and gradually transformed the old 
methods of manufacture, agriculture and transiwrt all the 
world over, was ultimately destined to exercise far-rcach- 

I 

ing influence upon the natnre and volume of India’s foreign 
trade. The East India Company, so long content to cany 
on Indo-European trade along the old, orthodox channels, 
now adjusted itself to the new situation and began to 
treat India as a colony, i. e. as a market for British manu- 
factured goods and as a source of supply of raw mate- 
rials and food-stuflfs to Great Britain. That policy was 
fulfilled by the opening up of Railways in India connecting 
the ports with the interior, the gradual abolition of all 
internal customs barriers, the establishment of a uniform 
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nipee currency throughout India, and by the progressive 
realisation of free trade. Thus a New Era started in the 
Indo-British commercial relations of which the end is not 
yet in sight. 

The Suez Canal and after. 

The opening of the Suez Canal in 1864-65 which 
brought England nearer to India by 8000 miles gradually 
revolutionised the character of India's commercial relations 
with Great Britain. It accelerated the use of steam ships 
besides bringing about economies of time and distance. 
It was also a hapiiy coincidence that the digging of the 
canal was coeval with extensive improvement in the 
world of steam navigation. At the same time the different 
parts of India became telegraphically connected and lastly 
in 1870 cables were sunk to the bottom of the seas, 
connecting India with Great Britain. It was the cumula- 
tive effect of railways and telegraphs, steamships and 
cables that silently but surely brought about a commercial 
revolution within a short space of time. The easy means 
of communication between Europe and India, besides 
facilitating the flow of trade between the two continents, 
was pregnant with significance from another point of view. 
There was a steady and growing influx of British capital 
and enterprise into India which, perhaps, would never 
have been otherwise possible in India. The abundant 
natural resources of India, hitherto untapped, now began 
to be recklessly exploited primarily for the benefit of the - 
British commercial community. 

Foreign trade 1870—1900. 

During this period, there was on the whole an enor- - 
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mous increase in the volume of India’s trade with Great 
Britain although progress was by no means uniform. From 
an annual average of 99L'44 millions of rupees, during the 
•quinquennium which ended in 1873-74, the aggregate 
value of total trade of India went to Rs. 1973.G3 millions 
during the quinquennium which ended in 1893-94. During 
the same period India’s population increased at an annual 
average rate of not more than 1%. The increase might well 
have been greater still, if there had not been wide-8(>read 
famine and currency troubles in India, following the 
depreciation in the world value of silver and commercial 
depression outside. Commercial progress, however, re- 

• ceived a check between the period lying between 1894 and 
1900. Although in 1893 India .abandoned silver mono- 
metallism to csca^Ki from ever-increasing strain on her 
exchange, various factors conspired to bring about a gene- 
ral trade depression in Europe and budgetory difficulties in 
India, which compelled the Government of India to in- 
crease various customs-duties which had a natural restric- 
tive influence on the volume of trade. 

Foreign trade 1900—1913 

With the openieg of the 20th century there was 
-ushered in an epoch of unprecedented and world-wide 

• commercial prosperity, thanks largely to inci’eased output 
■of gold and consequent rise in prices. For India the first 
•year of the century was anything but dark on accolint of 
a wide-spread famine and a plague epidemic but from the 
- second year onwards, good times returned. The total value 
•of India’s trade increased from Rs. 21108 lakhs in 

1901-1902 to Rs. 34697 lakhs in 1913-14. 



430 


INDIAN ECUNOMICH 


Foreign trade during the war. 

Tlie Great war brought about the first serious set-back 
to the progress of India’s foreign trade which began froni< 
1001-2 onwards. The reasons are not far to seek. In the 
first plare, India lost her valuable inarKets in the enemy 
countries as well as in their occi|(pied territories. This 
meant the loss of Germany who yrn4 India’s best customer 
after Groat Britain, Belgium, Servia, Montenegro, Poland, 
Rumania, large-tracts of Russia and Northern Prance. 

Secondly, there was a virtual stotipage of trade with 
such allies as Russia. When the narrow bottle-necks of 
the Baltic and Black sea were corked and sealed by 
Germany and Turkey respectively, commerce with Russia 
was extremely difficult to carry on. 

T/Miidfj/, India’s trade with neutral countries was also 
greatly hampered by measures of countraband and of 
blockade resorted to by enemy countries as well as by the 
activities of enemy submarines like Emden and Konigs- 
burg. 

Fourthly, even our trade with the Allies like England 
France, and others suffered on account of shortage of 
tonnage brought about partly by the withdrawal of enemy 
tonnage and partly by the comniandering of Allied 
tonnage for military purposes^ 

Fifthly, the general impovedshment of European belli- 
gerents and neutrals also affected the total volume of 
trade. 

Lastly, India’s situation relativ^y to the war-fronts- 
greatly affected the nature of her commercial relations 
with the world. Countries like the U. S. A., Canada,- 
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Bmzil and Argentioe were in a better position than ■ 
India to supply raw materials and food-stuffs to Suroper 
while the U. S. A. and Japan were in a better position to 
export mannfactured goods to India. 

The war, however, had one healthy eflfect in that it 
stimulated for the first time the export of Indian manu- 
factures like cotton piecegoods, jute bags, leather goods 
and iron and steel goods. 

Post-war foreign trade. 

The cessation of the war was immediately followed 
by a sudden expansion of ludian exports as there 
was a great demand for Indian {iroducc on the part 
of the Western Countries for the re-organisation of 
their industries. The increase would have been more 
marked but for exchange difficulties, labour troubles and 
lack of transliipinent facilities experienced by India at 
that time. There was also an embargo on the export of 
cereals owing to famine conditions prevailing in India. 

But this expansion was most unstable and was soon 
followed by a prolonged recession for which bpth internal 
and external conditions were responsible. As rcguixlH 
internal conditions, the most iwwerful factor was the 
failure of the Government to stabilise the rate of exchange 
which rose up even beyond 2s (gold). This high rate of 
exchange paralysed Indian ’ exports while stimulating 
foreign imports. The reasult was that the balance of 
trade went heavily against India to the extent of Rs. 79‘8 
crores in 19JI-21, and to Rs. 33*93 crores in 1921-22. 

The external factors responsible for that recession 
were mainly the devastated state of Central Europe, wide- 
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- spread disor^raiiis-itioii of currency and exchange and a 
' senseless policy of deflation first started by the U. S. A. 
which was later on followed by other countries out of a 
fanatic faith in the sacrosanct nature of the pre-war price- 
level. 

From 1923-24, however, to 1929-30 there was a general 
trade recovery in which India participated to some 
. extent. The factors leading to the revival w(!rc the gra- 
■ dual reorganisation of European currency and e-xchange, 
agreements as regards war-debts and rep'trations on the 
basis of tlic D.iwes and subsccpicntty the Young plan, a 
series of successful harvests in India, stability of the 
rupee-e.xohange and relative political calm. The total 
value of Indian trade whie.li stood at R8.427 crores in 1913 
and at Hs 300 erorcs in 1923 increased to Rs 429 croi’es in 
; 1927, touching tlic highest [)oak in 1929 when it stood at 
Rs 452 crores. 

Analysis of Indian Post-war trade shows that Indian 
export trade revived much earlier tlian import. In 
1923-24, Indian export closely approximated to its pre-war 
dimensions while it was not till 1928-29 that the volume 
. of imports regained its pre-war level. This was largely 
due to the lack of adjustment between the import and 
. export prices. 

Another noticeable feature is that while the volume 
curve (i.e. the curve representing the values reoalculated 
on the basis of the pre-war price-level) and the value curve 
*■(».«. the curve of recorded values) both exhibit a nmrked 
-tendency towards steady recovery, the formw stands 

- on far lower plane compared to the latter, and, on the 

- other hand, while there are sharp depressions affecting the 
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‘former ie practically free from such oscillations. Thus, 
'the actual recovery and expansion of trade was even more 
regular than might appear from a superficial observation 
of the published trade returns. 

The most depressing aspect of the post-war trade 
irevival is tijat revival of the Indian trade both in regard 
to imports and exports was more slow and less marked 
'than tlic trade of almost every other country. This is 
especially in contrast with our pre-war records when we 
wcj^ easily in tlie van of inogress. 

Foreign trade and the great depression. 

The steady recovery of world trade which began from 
1923 reached its highest i)eak in 1929 when it was over- 
. taken by an unprecedented crisis following a complete 
■ colhipsc of the wall .street stock exchange. Though the ball 
^was set rolling by the collapse of the American specuhitive 
boom there were various other factors at work which 
• served to accentuate to an unprecedented extent the great 
depression. It is beyond our province to make any detailed 
analysis of the causes of depression ; we sh»ll« thereforot 
.mention the outstanding factors. 

In the first place, the long-period causes of the 
'depression are to be traced to the post-war legacies of 
Reparations and Inter-allied Debts which were bound to 
•create a huge maldistribution in the world's total supply 
of gold, large-scale defaults on the part of debtor countries 
and the consequent failure of confidence and cessation 
•of foreign lending. 

Secondly, intense nationalism, economic, financial and. 

28 
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political was also responsible for great hardsbips and 
devastations to the weaker countries which could not 
ultimately help affecting the stronger ones. ’ ' 

Thirdly, over-iaroductioii, both industrial and agricultu' 
ral, owing to rationalization and the hectic development of 
colonial and other backward regions, the niggardliness of 
the gold mines, the lack of collabwation among the world’s 
leading Central Banks,— nil these conspired to bring about 
an unprecedented fall in prices from which recovery was 
bound to be very slow and difficult. 

Lastly, there was a great iwlitical unrest owing to tlie 
growing discontent of “Have-not’’ Powers like Japan, 
Germany and Italy, the failure of the Disarmament con- 
ference, the civil 'war in India, etc. which destroyed con- 
fidence and thus served to deepen the Depression. 

The great economic blizzard naturally had very serious 
rei)ercu.ssions upon the volume of India’s foreign trade. 
Both our exports and imports began to decline, the former 
more than the latter owing to the greater fall of agricul' 
tural prices. Compared to 1928-29, the peak of the post- 
war recovery, a decline of 5% for our imports and of 6% 
for our eximrts was registered in 1929-30. In the following 
year, i.e„ in 1930-31, imports declined further by 31*7% 
and exports (including re-exports) by 29%, compared to the 
level of trade in 1929-30. 

In September 1931, England went off the gold standard 
and India followed suit. Although the depreciation of 
the pound-sterling and therefore of the rupee (as rupee was- 
still linked to sterling at the old level) was naturally expec- 
ted to check the growing deflationary tendency, prices im 
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India after slightly looking up for some timl again revert- 
ed to the downward plunge. Thus, oi^r merchandise 
exports declined in value from Rs. 225‘G crores in 1930-31 
to Rs. 160'5 crores in 1931-32, while the value of our 
imports declined in the same period from Rs. 164'8 crores 
to Rs 126*3 crores. But it should be remembered that 
although the returns show a favourable balance of trade, 
it is largely due to the huge exi)ortation of gold on private 
merchandise account which began with India’s abandon- 
ment of the so-called Gold Bullion Standard owing to the 
great rise in the rupee price of gold and wliich has 
incidentally saved the Government of India from extreme 
embarrassments in the maintenance of the existing rupee 
sterling exchange, that would have otherwise occurred. 

The next year 1932-33, though it had a rather [nomis- 
i:ig beginning on account of the deliberations of the 
Lausanne Conference which recommended a complete 
clean state with regard to reparations and war-debts, how- 
ever, closed in a very gloomy atmosphere owing to 
America’s refusal to fall into line. That year was also 
marked by the final break-down of the Disanmament Con- 
ference which was followed by intense economic nationa- 
lism, leading to a further raising of the Tariff wall and 
consequent dwindling of international trade. India’s 
foreign trade accordingly, suffered a still further decline, 
the total value of merchandise imports being Rs. 133 
crenres and that of exports being Rs. 136 crores. ' Once 
more the export of gold (worth Rs. 65 erwes) on private 
merchandise account helped to maintain a favourable 
balance of trade- 
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The 6fth year of the world economic depression, 1933- 
34 was destined to be a taming point for the prevalent 
economic forces. Tha.t year was marked by the defection 
of Germany and Japan from the League of Nations, Presi- 
dent Roosevelt’s launching of the ill-fated New Deal Cam- 
paign, and the conclusion of the Ottawa Agreement on 
lnter-imi)crial economic rclatioushii>s. Of more direct im- 
portnn(;o to India were, besides the Ottawa Agreement, the 
Indo-Japanese Trade Agreement and to a lesser extent, the 
Mody-Leos Pact. Following these developments there was 
the expansion of Indian cximrts to the tune of Rs. 14 crores 
or 10 per cent while imports continued to decline to the 
time of Rs. 17 crores or 13 per cent. India once more en- 
joyed her normal favourable balance of trade,, irrespective 
of her gold shipments. The next year 1934-35 was marked 
by a very .slow recovery of world trade. The craze for 
national self-suSiciency continued unabated, while the sil- 
ver purchase jwlicy of the U. S. A. ultimately drove China 
from her moorings bn the silver dollar, making confusion 
worse confounded. In India, the industrial position was 
fairly maintained, while the agricultural situation showed 
some improvement, thanks to various restriction schemes. 
As regards foreign trade, there was a slight improvement 
of both exports and imports, 'the former by a ptdtry 3 per 
cent and the latter by as rnneth as 15 per cent. Again, it 
was the gold export valued at jRs. 52i crores which main- 
tained a favourable balance of .trade. 

During the last three years, there has been still furtbm: 
improvement of our foreign trad^ along with the gradual 
worid recovery which has, paradoxically enough, received 
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a toemendous fillip from the present mad armaments race. 
A few months ago, there was a miniature Stock Exchange 
crisis in the U. S. A. which has been followed by a general 
recession. Moreover, the world’s [lolitical outlook is 
anything but extremely ominous, the recent Munich Agree' 
ment which has paved the way for Germany’s domination 
of Central and Sonth'Eastem Europe, and the Japanese 
drive in South China, not to speak of Mussolini's dream 
of supremacy in the Mediterranean, — all these are highly 
disturbing factors. Autarchy is the prevalent key-note 
in almost every country. We can not, therefore, look for- 
ward to any considerable expansion of world trade for 
some time to come yet. Nevertheless, even within the limit* 
cd op|)ortunties we have got, there can btt considerable ex- 
pansion of Indian foreign trade, if we can finally get out of 
the Ottawa Agreement (which, though denounced by the 
Indian Legislature, stiU continues to govern our foreign 
trade) and enter into all sorts of bilateral trade agreemeots 
with foreign countries. In particular, the present Sino- 
Japanese war offers a unique opportunity to Indian manu- 
facturers to capture some of the markets formerly supplied 
by Japan, Unfortunately, the present irresponsible Govern- 
ment of India does not take any interest in such matters. 
The result is a policy of drift which practically leads ns 
nowhere. 
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AN ANALYSIS OF INDIAN FOREIGN TRADE 
BEFORE AND AFTER THE WAR. 

Pre«war distribution of foreign trade. 

Although Great Britain has always been Indians best 
customer and greatest supplier, the closing years before the 
war revealed a tendency towards diversion of Indian trade 
on both the import and the export side, from Great 
Britain. Whereas at the close of the 19tli. century, 
the United Kingdom’s share of Indian imixtrts was 69%, 
while Germany contributed 2*4%, the U. S. A. 1*7% and 
Japan only 0’6%, by 1913-14, the share of the U. K. 
came down to 64*1%, while that of Germany increa- 
sed to 6'9% and those of Japan and the U. S. A. to 
2‘6% each. 

Similar tendencies were also discernible on the side 
of Indian e.xports. Whereas at the beginning of the 
present century, the United Kingdom absorbed 29 % of 
our total exports, the far East some 24%, the U.!:i.A. some 
7% and other countries the remaining 13% ; by 1914 the 
British share was reduced to 24%, while that of conti- 
nental Europe rose to 29%, the far East absorbing only 
17%, the U.S.A. !)%, and other countries the remaining 
21%. Thus, what the United Kingdom lost, continental 
Europe gained. Before the war, Germany was India’s 
greatest customer after Great Britain, Japan occupying 
the third position. 

During the Great War, the position of the United 
Kingdom in the Indian market suffned further deteri- 
oration, owing to her pre-occupation with war industries. 
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ithe control exercised upon her exports by His Majesty’s 
Government and the restrictive influence of high prices 
tthen prevailing in Great Britain. The result was a 
decline of the British share of our total imports from 
in 1913*14 to 45o% in 1918-19. The war also 
witnessed the virtual exit of Germany from the Indian 
market. These two factors presented a unique opportunity 
rto Japan and the U.S.A. who immediately stepped in and 
began to supply commodities like iron and steel, hardware, 
.cotton piece-goods, glassware, paper, dye-stuffs, et«5. 
which had been formerly imported from the United 
Kingdom. The entry of Japan into the Indian market 
was destined to be highly signiBcant, as Japan took a leaf 
■out of the book of pre-war Germany and made a special 
«tudy of Indian requirements, while her exchange banks 
;gave her great credit facilities for carrying on her Indian 
Arnde. 

As regards Indian exports, the war, of course, in- 
creased the importance of Great Britain in particular, 
-and of the British Empire in general as a market for 
Indian goods, thanks to excessive war-time Tequirements 
and various restrictions on trade even with neutral 
countries. The result was a rise in the share of the 
United Kingdom from 23*4% in 1913-14 to 29’2% in 1918- 
19, while the British Empire’s share rose from the pre-war 
average of 411^ to 517% 

Germany, France and Belgium of course, had practi- 
cally Reappeared as markets for Indian goods. Japan and 
(the U.S.A. on the othw hand, in accordance with thtir 
Aew policy of closer economic relatkmships with Indhi 
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increased their share of Indian exports from 9*2% & 8*9% ■ 
in 1913-14 to 12*1% and 13*8% respectively in 1918-19. 

Post'War tendencies of India’s foreign trade. 

In the ]X)8t-war ixiriod, the tendencies which we have 
already noticed to be in operation in the pre-war regime 
became more and more manifest, at least so far as Great 
Britain was concerned. British ex[)orts to India began 
to decline more and more, thanks to a variety of factors 
such as the over-valuation of the pound-sterling when 
Knglaud returned to gold on the old level in 1925, the coal- 
strike in Great Britain in 1926-27, the absence of proper 
rationalisation, the gradual development of manufacturing 
industries in India under the fostering care of inotection,. 
and last, but not least, keen competition in the Indian 
market from Jai)au, the l'.S.A. and Germany. Political 
agitation in India demanding the boycott of British goods 
also liad some part to play in bringing about the general 
result. 

In any case, the share of the United Kingdom of 
India’s total imtx>rts which stood at 64*1% in 1913-14, 
came down to 47*8% in 1926-27, 44*7 in 1928-29, 42*8% in 
1929-30, 37*2% in 1930-31, and to 35*5% in 1961-32. After 
1931-32, however, there has been a marked improvement 
of Britain’s position in the Indian market, thanks 
largely to the conclusion of the Ottawa Agreement which 
has been in operation since January 1933 which has- 
given Britain a very favonrable position in the Indian* 
market n's-a-t’fr her foreign rivals. In 1934*35, BritainV 
share of India’s total imports was 40*6%. 



IXDIA^S FOBEIQN TRADE 44£^ 

Meanwhile, Japan after temporarily losing her hold 
has more than r^ained whatever she managed to capture 
during the war, her percentage share being 157% in- 
1934>35. In fact, during the last few years preceding the 
present Sino-Japanese war, Japan’s indnstrinl skill was 
threatening to flood the Indian market with extremely 
cheap goods of all descriptions, and India conld |)rotect' 
herself only with very great diflBcnlty by invoking all 
sorts of extraordinary measures. The V.S.A. conld not 
make much advance, her ixirccntage share in 1934-35' 
being only 6*4%. Lastly, Germany has virtually more than- 
ragained her pre-war position, her share in 1934-35' 
being 7 '6%. 

As regards onr exports, Britain exhibited the same 
tendency in the post-war period as she did in the case 
of our imports. In 1926-27 her share was 21*4% of our 
total exports compared to the i)re-war average of 23*4%. 
But from 1929-30 there was a steady improvement of 
onr i)osition in the British market, Britain’s share of 
our total imports in 1933-34 being 32’2%. Likewise, Japan' 
also increased her purchase of our exports, 'her {lercent-^ 
age share in 1934-35 being 157. The share of the 
in the same year was 8'5%. while that of Germany 
declined to 4’6% from the high figure of 9‘9% in 1927-28. 
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Analysis of imports and exports from 
the standpoint of goods. 

A. Imports. 

(a) CoiUm piece-goods. 

Before the war, the share of the United Kinsdotn was 
■901%. Although Britain is still the largest exporter of 
cotton goods to India, her share has steadily declined, 
being 71‘3% in 1928-29, and only 5r6% in 1931-32. After 
the Ottawa Agreement, liowever, the British share improved 
and rose upto 69‘7?t.. On the other hand, Jat)an steadily 
’ improved her contribution from r8% in 1913-14 to 18‘3% 
in 1928-29, and 38 0 p. cent in 1931-32. After the Ottawa, 
Agreements, however, Jai)an’8 share declined to .32*4 
percent in 1934-43. 

(h) Sugar. 

Java has always dominated the Indian sugar market, 
though in recent years, thanks to the phenomenal develop- 
ment of the Indian white sugar industry, her position has 
greatly deteriorated. In 1934-35, Java’s share of our 
total imfwrts was 77*7% compared to 73% in 1933-3 1 ’, while 
that of the United Kingdom declined from 14 to 7'6%. 

(c) Iran, steel, Imdware &nd machinery. 

As regards iron, steel, and machinery, the United 
Kingdom is still the largest supplier to India, though she 
has lost some ground irartly on account of the development 
of the Indian iron and steel industry, and partly on 
Account of competition from Germany, the U. S. A., 
Belgium and even Japan. The share of the United 
Kingdom in 1934-35 as regards iron and steel imports was 
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•57 while in machinery it stood at 72‘4% compared to 
‘68*4% in 1933-31. Germany’s share in iron and steel was 
8*5^ while that of Japan was 5*3% in 1934-35, As regards 
machinery imports, the share of the U. 8. A. in 1934-35 
was 91% while Belgium’s share was only 1‘3%. Lastly, 
as regards hardware imports^ the share of the United 
Kingdom was 321%, while those of ’Japan, U. 8. A., and 
•Germany were 10'5%, 9’<S% and 311% respectively. 

{d) Mimral oils. 

As regards petrol, the shares of the U. S. A., U. 8. 
.8. R., Iran, and Borneo and Sumatra were 171, 24‘9, 30*6 
and 18*5% respectively in 1934-35. The U. 8. 8. R. was 
also the major supplier of petrol to India in that year. 

(e) Motor cars mid motor ajcles. 

In 1934-35, the U. 8. A. contributed 41*3% of Indians 
total motor imports, the United Kingdom. 40*5%, Canada 

14*1%, and Italy only 1*5%. 

B. Exports. 

fo) Tea. 

The United Kingdom is the largest customer for Indian 
tea, taking as much as 90*2% of our total extorts in J 933- 
34, while Canada took only 3*2%. Before the war, Russia 
used to import large quantities of tea from India, her 
share in 1913-14 being 11%. But now Russia imports 
practically nothing as regards tea from India. 

{b) Jute. 

In 1934-35, the United Kingdom imported some 21*5%, 
'•Germany 17*9%, and Italy 11*7% of India’s total expmts 
..of raw jute. As regards jute-manafactares, the U. 8. A. 
imported 28*5%, Argentine 12%, Australia 9*3%, the United 
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Kitigdoni 7 5%, and Canada 8*4% of our total exi)ort8, 
•fa pan, Siam, and the Union of South Africa are other" 
cnstomora of Indian jntc manufactures. 

{ c) Cotton. 

, In pan is India’s best customer for raw cotton, her 
share in 1933-34 being 61*1%, compared to 39*6% in the 
previous year, thanks to the conclusion of the Indo- 
Japanese Trade Agreement. Italy is India’s biggest' 
customer for raw cotton in Knroiie. Germany, the United 
Kingdom, Franco and China are the other customers. 
In 1934-35 Britain’s share was only 9*9%. In recent years 
Britain has been trying to increase her consumption of 
Indian cottoti, in accordance with the Mody-Lees 
Agreement. 

(d) Food gi wn.<i. 

Ceylon is the best customer for Indian rice, and she 
took some 26*4% of our total exports of food grains in ' 
1934-35, the other customers being the United Kingdom, 
Straits Settlements, China, Java, Sumatra and Germany. 

(e) Oil-seeds. 

■ The share of the United Kingdom in 1934-35 was 32.9%, ■ 
while those of the Netherlands, France, Germany and 
Italy were 13*3%, 14* %, 8*4% and 7*9% respectively.- 
France is the largest single customer for Indian 
ground-nut. 

(f) Hides and ddn. 

Here, too, the United Kingdom is our largest customer, . 
her share in 1934-35 being 65%, while those of tiieU. S.- 
A., Germany and Italy were 13*8%, 4*1%, and 4*3% respeo- 
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•lively. In the iwe-var period, Germany waa one of India’s 


/ 


best customers for raw hides. 

Eztrepot trade of India. 


India in ancient times had a very nourishing extrcix>t 
trade, thanks to her central position in the Eastern 
Hemisphere, silk goods and porcelain from China, pearls 
from Ceylon, iirecious stones and spices from tlie Indian 
Archipelago, as well as Venetian glass and other goods 
from the west, — all these commodities were directly 
imported by India for subsequent re-axport to the Western 
and Eastern markets. Even in modern times, until 
recently, the extrepot trade of India was in a fairly 
flourishing condition, its value in 1920-21 having been 
Rs. 18 04 crores, compared to Rs. 5‘80 crores in 1882-8. 
Since 1920-21, however, there has been a steady decline, 
reaching the low value of Rs. 3'22 crores in 1932-33, The 
present re-export trade of India is distributed among the 
different countries in the fellowing manner. The United 
Kingdom 30 per cent ; Ceylon 13 per cent ; the IJ. S. A. 
7 percent ; Japan and Iraq 6 per cent each ; Arabia 5 
per cent ; Iran, Kenya, Aden, Bahrein Islands and Straits 
• Settlements 3 percent each; and France and Anglo- 
Egyptian Sudan 2 per cent each. 

It is likely that India’s extrepot trade will suffer 
progressive diminution in the future, as the modem 
tendency of exporting countries is to establish direct 
itrade relations with their foreign customers* 

*31m bdUa bakiice of accounts. 

It is a well knoern economic truism that international 
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trade ia nothing but a fornt of barter. The value of goods^ 
imix>rted must ultimately bo equal to the value of goods* 
exported* as otherwise the home country or the foreign^ 
country or countries will be placed in the unenviable- 
position of permanent debtors. And a debtor who is- 
permanent ceases to inspire confidence. Hence it is 
essential that in the long run, exports must pay for one’s 
imports. 

Tlic classical dictum that “exports and imports must, 
be e(|ual,” however, must not be interpreted too narrowly. 

In the tint place, there is no necessity for the exports 
and im[)orts between any two countries for equalisation 
at all. A particular country “A” can easily afiPord to be- 
a permanent debtor to another country “B”, in-ovided it 
is a ixtrmunent creditor to an equal extent in respect of 
countries other than B, the rate of exchange being deter* 
mined not between any two countries, but between one 
country and the rest of the world. 

Scomllij, is not necessary for a country’s exports and. 
imports to equalise in the short period. The equilibrium 
which must be achieved is long-period equilibrium, and it 
is easily com[>atible with short-period disequilibrium, 

Lastly, and this is most important to remember, exports 
and imports refer not only to the total merchandise trade, ' 
but also to other invisible items, like iHiyments for the- 
services of shipping, insurance, banking imported foreign 
adroinstrators, foreign loans, etc* They are called “In- 
visible”, because they are not recorded in the published 
returns of the customs office. As, however, a country must 
pay for services received from abroad as much as it does* 
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for goods imported from abroad> it is the total debits and 
total credits that determine its net balance of indebtedness. 
With these general observationB, we proceed to a detailed 
analysis of India's balance of Accounts. The main items 
on the credit and the debit side may be enumerated as^ 
follows : 


Credit 

1. Elxports of merchandise. 

2. Loans from abroad. 

3. Foreign remittances to 
India either for mission- 
ary or for charitable 
purposes. 

4. Foreign Tourists’ expen- 
ses. 

5. Remittances to India by 
Indian merchants and 
coolies abroad. 

(). Treasure exported. 


Exports mad laiports. 


Debit 

1. Imports of merchandise. 

2. Interest on foreign loans. 

3. Repayment of foreign' 
loans. 

4. Remittances abroad by 
European residents in- 
India. 

5. Pro&ts of foreign 
commercial concerns 
in India. 

6. Payments for the ser- 
vices of foreign shipping 
and Insurance com|)a- 
nies. 

Home charges. 
Remittances to Indian 
students and tourists' 
abroad. 

Treasure imported. ‘ 


I 

I 

i 



Exports and imports oi merchandise, as we have' 
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Already seen, dctenuine the balance of trade. On this 
item, Tndin i hnn mfrffpt nn rmr i rf nnm’ftnn i nlTT n y^ it 
Qur avcrago credit balance in merchan- 
dise trade in the five iwe-war years was Rs. 78 crores, dur- 
ing the war Rs. 7S crores, and in the first post-war quin- 
' quonninm Rs. 53 crores. In the next quinquennium it 
, rose to the record heigiit of Ks. 1,13 crores after which> 
however, it declined to Rs. 43 crores during the five years 
. ending in 1933-34. The year 1932-33 was an'exceptionally 
bad year in this respect, our 'cre3il surplus being little 
over Rs. 3 crores. Though the next year witnessed a 
remarkablTtlTcrease upto Rs. 35 crores, our normal credit 
balance has suffered much on account of the unprecedent- 
. ed trade depression which has affected agricultural prices 
much more than the prices of manufactured goods, so that 
tbc value of our e.v ported goods consisting almost entirely 
of raw materials and good- stuffs, has suffered much more 
than the quantum exported. 

Foreign loan transactions. 

When a foreign loan is raised on behalf of a particular 
.country, in the short period that country becomes a 
creditor and the foreign country becomes a debtor in as 
much as it is the foreigners’ business to part with goods 
, or money for the benefit of the borrowing country. When, 
however, interest is to be iraid by the borrowing country 
on the loans raised abroad, or repayments are to be made, 
the bonowing country becomes debtor and the lending 
. country becomes creditor. 

Before the war, tiie Government of India nosed prac- 
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itically all its loans in the London money market at a 
comparatively high rate of interest either for conducting 
various aggressive wars, or for the bnilding of Railways. 
Irrigation and other Public works. Most of these loans 
have been renewed from time to time. Nevertheless, India 
has to pay huge interest charge annually. On other hand, 
fresh loans are also sometimes floated, although in the 
post-war ixiriod the tendency has been to float loans 
in the Indian money market. Nevertheless, this loan 
itrausaction constitutes a debit item in the long run. 

(c) Renuttancet to and from India on private 

.account, ' 

Remittances to India from foreign missionary institu- 
.tions for the upkeep of missionary establishments in India 
or from philanthropic foreigners for charitable or benevo- 
-lent purposes or from Indian coolies and Indian merch.ant.s 
in the colonies and elsewhere, — all these constitute a credit 
■item for India. On the other hand, a large sum of money 
is annually sent out of India, representing the profits of 
foreign merchants, bankers, planters, industrialists, 
doctors, lawyers, insurance and shipping companies in 
India. This constitutes a delnt item for India. On the 
whole, India is a net debtor in this respect. 

(d) Tourist expenses. 

In so &r as foreign tourists come to India, they have 
to purchase Indian money with the help of their fore^n 
money, and as such the posirion is the same ds if India 
- exported goods to foreign countries. Thus, India becomes 
• a creditor. On the other hand, in so far as Indian tourists 


29 
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go abroad, or Indian atudents go out for foreign studies,. 
India has to purchase foreign money with domestic money. 
India thus becomes a debtor. So far as tourist traiBc is 
concerned, India is a net creditor. But India has to 
spend annually a fairly large sum of money, estimated 
at nearly a crore of rupees, for her students undergoing, 
overseas studies. 

(e) Home charges. 

Lastly, the Government of India has to send annually 
a very large sum of money to England, known as Home 
Charges. India’s sterling obligations on this account- 
amount to a colossal and an ever-increasing sum, hanng 
risen from £16,392,8^ in 189.9-1900 to £30,899,333 in> 
1931-32. The principal items constituting the so-called. 
Home Charges are interest on guaranteed sterling loans 
raised for Railways, Irrigation, and other purposes, pen- 
sions and allowances to retired British officers, civil and 
military, the High Commissioner’s pay and the establish- 
ment cost of his office, part of the expenses of the India 
office, etc. 
if) Treasure. 

Though in ’invisible’ items, India is a great debtor, her 
normal export surplus has been more than sufficient for 
her ctebits on non-merchandise account. The balance she 
has genmially taken in the shape of g<dd,and silver and . 
this is why India has been regarded by the West asa great, 
‘’sink” for the precious metals. The ^ great trade depres- 
sion, however^ ckastiically curtailed her normal export sur- 
pluA, landing India in a highly embanaseiag positimi out. 
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of which ghe had a miraouloug escape owing to thelirage 
exportation of gold from India following England’s aban- 
donment of gold in September 1931.The total value of gold 
exported since 1931 stood at Rs. 272'13 croros on June 6, 
1936. But for this unprecedented phenomenon of gold 
cxixnrt, India would have suffered from an adverse balance 
of account and it is almost certain that Indian exchange 
would have broken down under that strain. 

At the same time, while congratulating the Govern- 
ment of India on its high luck, can not help iwinting 
out the extremely precarious nature of our present balance 
of accounts. While our foreign obligations- imrticularly 
sterling obligations, are more or less 6xed and even 
increasing, as recent years have shown, there is no such 
security as regards our foreign balance. The latter 
depends entirely on the possibility of huge exports out of 
India and at a fair price, a possibility which may not be 
fulfilled in the future on account of the growing craze for 
national self-sufficiency and the growing industrialisation 
of India, necessitating an increasing domestic consump- 
tion of our raw materials and food-stuffs,* hitherto sold 
abroad. Hence, it is imperative that our sterling obliga^ 
tions should be reduced to the furthest iwssible extent and 
that too in no time. Unfortunately, however, India has 
as yet no free hand in this respect and as such the 
present precarious basis of our national economy must 
apparently continue indefinitely. 

The drain centreveray. 

In this connection, it would perhaps not be inappre. 



452 


INDIAN ECONOMICS 


Ijriiite to dwell briefly upon the much-di8cussed ‘Drain’ 
Theory. In popular parlance, India’s Home Charges have 
Ixwu regarded as a sort of ‘Drain’ upon India owing to 
her iK>litical subjection to England. The necessity for 
achieving political freedom for India has been sought to 
be e.Kplained by many a nationalist orator on the ground 
that India is so extremely poor to-day, inspite of her vast 
natural resources, owing to the huge annual tribute she 
has to imy to England, her present political master. 

The ‘Drain’ Theory, in that crude original form, is, of 
course, {icrfectly nonsensical. British Imperialism is 
clever enough not to exact any tribute from India. The 
Home Charges, as we have already seen, represent iiay- 
ments for definite services rendered to India by Britishers. 
Ho far the ofticial explanation of the Home Charges 
is clearly right. Nevertheless, the ‘Drain’ Theory embodies 
the very important tnith that Britain has i-uthlessly 
exploited her Indian “iwssessions” for enriching her 
capitalists, industrialists of all descriptions, and other 
educated citizeus. Loans have frequently been floated 
for satisfying either British Imperialistic vandalism or the 
so-called British prestige, in the distant London money 
market on extremely favourable terms, although they 
might -have been raised in India on cheaper terms. 
Again, in purchasing stores, or in placing orders the 
Government has invariably shown great favouritism 
towards British firms. All sorts of facilities by way of 
transport, tariffs, currency and exchange have been 
provided in India for British industrialists at our expense. 
British banks, insurance, shipping, and railway companies 



India's foreign trade 


4ri8 

have been systematically fostered, while Indian coiiecrns 
have either been completely neglected or deliberately 
throttled. In the name of Indian defence, a huge Biitish 
army drawing very fat salaries and other allowances has 
been maintained out of India's poor exchequer manifestly 
for lmi)erialistic purposes, while no sincere effort has 
been made to strengthen the Indian defences particularly 
in the air, where she is most vulnerable. Again, in the 
name of efficient administration, Britishers have been 
recruited to the various superior services on very generous 
remunerations, although ecjually efficient Indians could 
easily have been found to fill those irasts on much reduced 
salaries. Lastly, all sorts of so-called British ‘experts' 
have been invited to India with the offer of extravagant 
emoluments, *although their recommendations have been 
systematically foigotten, unless British interest was invol> 
ved, whether directly or indirectly. 

All these extravagances which could never have 
taken place in an independent India arc rightly summed 
up in the Drain theory. Hence, we arp in favour of 
retaining it, although we can not naturally accept Hi 
popular version. 

Tram-frontier Trade of India. 

So far we have confined ourselves only to the trans- 
oceanic foreign trade of India. But there is another 
branch of our foreign trade which, though now-a-days 
relatively far less important than its sea-borne rival, is 
nevertheless carried on across our difficult ftontier routes. 
We have noted elsewhere the flourishing state of our 
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frontier trade* particularly in the days of the Great 
Moghnls. In recent times, thanks to the construction of 
stiategic railways, there has been some improvement of our 
trade with the trans-frontier regions like Afghanistan, 
Iran, Central Asia, Nepal, Tibet, the Shan states, Western 
China and Siam. The total value of speh trade was 
recorded in 1924*25 to be Rs. 41’S1 crores, as against Rs. 
2315 crores in 1916-17. . The actual volume of trade 
carried on in these regions must be considerably greater 
inasmnehas records are taken only at certain selected 
places, while trade goes on through all sorts of mountainous 
tracks. India’s principal im|)orts across these land-routes 
are wheat, grain, pulse, rice, fruits, raw wool, raw silk and 
living animals. Onr i)rincU)al cxiMrts are cotton goods, 
cotton yam, sugar, i)etrolenm, leather manufactures, tea, 
silk goods, etc. 

Given better communication facilities and a better 
organisation, our traus-frontier trade is capable of substan- 
tial expansion. 

foreign trade and our national prosperity. 

Our growing foreign trade, particularly sea-borne trade, 
since the opening of the Sues Canal, has invariably been 
pmnted out by our alien rulers and their Indian partisans 
as a sure index of onr growing national wealth, presumably 
due to the benign influence of British rule in India. It is 
therefore necessary for us to submit such a contention to 
an impartial critical examination. 

To begin with, a country’s foreign trade is governed 
by the principle of comparative costs. A country im- 
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;.ports those things in the production of which it has got a 
comparative disadvantage, and exports those things in 
;the production of which it has got a comparative 
advantage. But this comparative advantage is easily 
compatible with absolute disadvantage, just as compara- 
tive disadvantage is compatible with absolute advantage. 
Now, if we loSk to the main composition of our exports 
and imports, we find the former mainly consisting of raw 
materials and food-stuffs, and the latter mainly composed 
of manufactured goods. Now, so far as manufactured 
goods are concerned, they arc either incapable of being 
produced in India or they can be produced only at higher 
costs. Our imports, therefore, arc a sign of our ineffi- 
ciency and incaiMcity. Regarding ex])orts, although 
India exports annually a lai’ge (luantity of raw >naterials 
and food-stuifs, it is by no means true that we can produce 
them cheaply relatively to other countries, except in the 
case of jute and tea for which Indian soil and climate are 
naturally fitted. Thus, our exports indicate at once our 
■comparative advantage and absolute disadvantage. 

Secondly, the bulk of the Indian exix>rts 'in their exist- 
ing shape takes place, because they can not be utilised 
at home« Our raw materials are sold to foreign countries 
at a relatively cheap pricci there to be manufactured into 
finished goods for disposal at a much higher price in the 
Indian and other foreigii markets including their ^n. It 
would have been a matter of sincere congratulation if our 
xaw materials could be converted into finished goods with 
the help of domestic capital and enterprise and then 
«old abroad after satisfying the domestic demand. But 
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things being what they are, oar exiwrta in their present 
form are an indication of our successful colonial 
explcntation by Britishers rather than of our national 
prosperity. 

Again, food-stufis are exported out of India while- 
millions of our conntiy- i)cople suffer from different 
degrees of starvation, because they have not the 
necessarj' purchasing |»ower» 

Thirdly, it is by means true that the more ijrosperous 
a country is, the greater the volume of its foreign trade. 
A small country, which can not produce all that it re- 
quires, is. other things being equal, likely to have a greater 
amount of international trade than a large one which is 
likely to be more self-sufficient. This is the reason why 
the U. S. A. which is easily the richest country in the 
world, has got a much smaller amount of international 
trade than the United Kingdom. 

Again a country's imix>rts invariably diminish with 
the development of its less advanced industries. Hence 
a diminution of imports might as well be an indication 
of a country’s industrial development, as it might indi- 
cate diminished purchasing {K>wer. Similarly, a decline 
of the export of raw materials and food-stuff's would 
generally indicate growing industrial - equipment and! 
growing purchasing power in the home country. 

Hence, India's laige and growing foreign trade in> 
its existing shape is a symbol of a great maladjustment 
in our national economy, and we look forward to it» 
diminution until we are in a position to export manu- 
factured goods of the requisite quality. And even in the 
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loQg run, wo do not envisage a large volume of our 
foreign trade, as in our opinion the Indian sub-continent, 
is naturally fitted for ceonomio self-sufficiency, the impor- 
tance of vrhicli cun hardly be over-emphasized in these 
days w'hen the war-clouds are scowling in the political 
horizen. 
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COMMERCIAL AGREEMENTS. 

Imperial Preference : Its history. 

We have already in ( 'hapter XIII. explained broadly 
;thc meaning and implications of Imi^erial Prefei’enct? in its 
bearing on the Indian fiscal system. In this chapter wc 
shall discuss critically its culmination in the Ottawa 
Agreement as it has affected India, after a brief surv<‘y 
•of the history of the movement. 

The idea of Imperial Preference was first mooted dur- 
ing the closing years of the 19th. c-enturj’. As the 
different parts of the British Commonwealth of Nations 
became more or less self-governing, lmi)erialistic thinkers 
b^an to discuss at length the possibility as well as the 
•desirability of binding the scattered and well-nigh inde- 
jjiendeiit units of a far-ftnug empire by closer economic 
ties, now that the iwlitical ties of the Commonwealth were 
•becoming thinner every year. The idea of Imiierial 
Preference was thus political and lini)erinlistic in its 
•origin, rather than economic. 

It was, however, reserved for the British Dominion 
of Canada to take the first practical step in the direction 
of Imperial Prefernce when in 1897 she lowered her duties 
to the extent of one-eighth in favour of British goods. 
Next year, still greater (H«ferences were given to British 
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goods unconditionally, while the colonics were o£Fered 
concessions, provided they were prepared to recipro- 
cate. 

The Colonial Conference of 1902 recognized the desira- 
bility of a general extension of Imperial Preference in 
all parts of the British Empire. Accordingly, New- 
Zealand, South Africa, and Australia granted unilateral 
preference to Great Britain. In England, Joseph Cham- 
berlain made intensive country-wide propaganda in favour 
of Imperial i*reference, but In* could not make much 
headway against the prevailing free tnvde ideology. 
Thus, the cause of Imperial Preference received a severe 
set-back for the time being on account of the hostility 
or obstinacy of the Mother Country. 

In the post-war period, however. Imperial Preference 
was destined to have a more successful career, thanks to 
to the increasing difficulties experienced by Great 
Britain in pushing her goods in the foreign market. 
Before the war, Britain’s undisputed industrial pi'e- 
eminence required a regime of free trade for, its fullest 
utilization. In the post-war period, however, Britain hist 
her industrial leadership. While Japan, the U. S. A. and 
various continental countries rapidly rationalized their 
industries. Britain failed to re-organize her in the same 
degree, thanks to intense labour difficulties, the over- 
valuation of the pound since 1925, and the high standard 
of living of British workers. Moreover, Britain was 
practically the only solitary free trade country surrounded 
by highly protectionist neighbours,altiiough the Safeguard- 
ing of Industries Act passed in the early twenties had 
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nireudy introduced some amount of protection into the 
very citadel of free trade itself. 

The crisis of Seiitember 1931i however, served as a 
liindimirk in the fiscal history of Great Britain. The 
National Government, predominantly conservative, which 
was then formed, asked for and obtained a free hand for 
effecting far*reachiug changes in the fiscal system of the 
countr}'. Accordingly, Britain abandoned free trade in 
favour of absolute Protectionism in March 1932. 

But mere Protectionism was not the cure-all for 
Britain’s difficulties. Indeed, as Britain has to depend 
upon foreujn im|)orts of both food-stuff's and raw materials, 
protection, in so far as it apiilics to such imports, can only 
serve to increase the burden of the consumers and maun- 
factnrers without curing the maladjustment in the coun- 
try’s economic system. For Britain, therefore, the vital 
problem was the problem of expansion of her exports. But, 
as we have already seen, on account of a variety of causes, 
intenial and external, British exports to foreign markets 
were bound to decline more and more. Hence for British 
statesmen, the safest and the easiest method of recovery 
lay in the formation of one inter-imperial economic bloc 
resting upon a preferential tariff system. Accordingly, the 
Imperial Economic Conference which met at Ottawa in 
1932, resulted in an Imperial Trade Agreement, popularly 
known as the Ottawa Agreement. Legislation implement- 
ing the Agreement was passed by the Indian Central Legis- 
lature in December 1932 and the Agreement came into- 
force from January 1, 1933. 
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The Case for Ottawa. 

The Ottawa Agreement which is easily the most 
comprehensive Trade Agreement India has entered into 
in recent years, will be discussed here in two instalments. 
We shall at £rst enter into a discussion of the arguments 
for and agaimt the Ottawa Agreement, based on certain 
fundamental facts of the situation. Secondly, we shall 
cive a critical evaluation of the Agreement from a detailed 
examination of the results of its actual oi)eration. 

The general case for the Ottawa Agreement may be 
summed up as follows : — 

(a) The Ottawa Pact gives India a sure and ex)>anding 
market in the United Kingdom, which would have been 
otherwise lost as Great Britain is determined to treat as 
foreigners all those, even within the Empire, who do not 
agree to grant her preferences. Britain has always been 
by far the largest customer for Indian goods. It is, 
-therefore, absolutely in India’s interests to enter into a 
preferential t^reement with the United Kingdom, whereby 
alone India can retain her largest market. 

(b) India can ilbaffbrd to lose the British market, as 
'the foreign countries, the other potential customers for 
Indian goods, have already become more or less self* 
sufficient as regards raw materials, owing to the rapid 
development of the vired° lends of America, and Africa, 
particularly of Argentine, Brazil, Caiiada, and the African 
colonies. 

(c) India should not think that Britain can not do 
nway with her goods, as the British colonies and Ddinini* 
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ons Oiiii supply many things which formerly India alone- 
<*ouId offer cheaply. 

(d) As the Indian rutiee was linked to sterling, it 
was obviously in liidiaV: interest to develop her trade with 
the sterling bloc of which Britain was the undisputed 
leader, as that would save India from all the depredations 
of rapid exchange fluctuations and the restrictive effects 
of exchange controls which trade with foreign countries 
would invariably subject her to. 

(e) The whole world was suffering from a craze for 
national self-snfliciency and international trade was being 
systematically throttled by ever rising tariff walls, quotas, 
barter agreements, etc. As Britain too had joined that 
game of intense economic nationalism, India could hardly 
afford to keep herself aloof from the l^eferential Scheme 
which gave her an assured market. 

Case against Ottawa. 

The main aiguments urged by the critics of the 
Agreement may be summarised as follows : — 

(a) In the first place, the Agreement which is an 
instrument for foiging closer economic links between' 
Britain and India, will setwe to create an artificial 
diversion of India’s foreign trade from its natural 
channels. Both daring the closii^ years before the war^ 
and in the postwar period, there has been a natural 
tendency towards the di^’ersion of Indian foreign toade 
from Britain and the Empire. &itain was steadily' 
losing her hold on the Indian market, while Indian* 
exports were finding inoreaung favour kk the noorempire' 
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countries. It was, therefore, in the natural economic 
interest of India to develop her trade with foreign > 
countries including Great Britain by separate bilateral 
agreements, instead of being dragged into a preferential 
scheme with Great Britain which was not only a ix)sitive 
liindcrancc to the successful conclusion of such bilateral 
imcts, but also might provoke retaliatory measures against 
her from her principal foreign customers. 

(b) Preferences granted to Indian goods in the 
British market were not as beneficial as they might np{)ear . 
at first sight, because 

(i) some of the preferred goods, (e.g. tea, jute manu- 
factures, mica, goat-skins, castor-seed) had been for a long 
time dominating the British market and Britain could 
liardly secure them elsewhere and as such the preferences 
were un-necessary ; 

(ii) Some of the preferred goods (e. g. sheep-skins, 
ground-nuts, ing-lead, spices, coffee, coir-mats) though 
piloted from foreign competition which was never acute, 
were fully exposed to severe competition from other Em- 
pire countries like Australia, British West Africa, British 
JiJast Africa, Canada and Ceylon ; 

(iii) Some of the preferred goods (e.g. ground-nuts) 
had a larger market outside the United Eangdom, and as 
such so long as there remained competition among Indian 
exfxnrters, the commodities in question must have sold at 
the same price in the British market as elsewhere, thereby 
completely nullifying the benefits of the Preference. 

(iv) Preferences . were in some oases granted to 
cmnmodiries which India either does not expe^ much 
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‘ (c.g. rice* barley.) or can not sell in the British market 
because she has not got commodities of the requisite 
. quality for British consumtitioh (e.g. tobacco) ; 

(v) fteferences given to some (commodities were 
inadequate and as such there could be no security from 
comiietition. 

(c) The British tlireut that India's failure to fall in 
line with the Ottawa scheme of Inqxcrial Preference would 
be punished by a complete closure of the British market to 
Indian goods was an empty bluff, partly because it was 
eminently in the British interest to admit duty-free Indian 
raw materials and food-stuffs which Britain badly required 
for her iDdustrio.s and domestic oonsumiition, and partly 
because Britain could not secure the iiayment of the 
enormous Home Charges e.N:copt by stimulating a regular 
and substantial exiiort surplus for India. 

(d) While India had tints practically nothing to gain 
and much to lose from the preferences granted to her 
goods in the British market, the extensive preferences 
granted to various British goods in the Indian market 
were likely to be injurious to her in various ways. 

(i) In the first pla(;c, they meant in certain cases the 
withdrawal of some protection which some of the Indian 
industries were enjoying so long. 

(ii) Secondly, there would be a loss of customs 
.revenue to the Government of India as Indian impinrts 

came to be diverted from foreign goods to British goods 
bearing a lower amount of duty. 

(iii) The burden on Indian consumelrs would increase, 
.as there would be an end to the competition among all 
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tforeign manufacturers including the British in the Indian 
-market, and as India would have to depend more and 
more upon British goods, which because of tlieir high 
coats of production, were being gradually driven out of 
the world market. Precisely bocaiisc the Ottawa 
Agreoment was a line of defence for British goods which 
could not hold their own against foreign couitxitition, and 
-sought to extend to the limits of the Empire the benefits 
of a closed home market for British gotKls, it was likely 
ito be an instrument for serving British interest at India’s 
ex|)ense. 

The working of the Ottawa Agreement. 

The Ottawa Agn^ement has been in oiieration in India 
for over five years iustnte of India’s denunciation of the 
•same a fairly long time ago. Here we in-oi) 08 e to confine 
•ourselves to the first two or three years’ working of the 
.Agreement for a critical appraisal of its rci)ereussions 
upon India. 

A. Exports of Preferred goods. 

(1) Between 1931-32 and 1933-34 we increased onr 
•exiiorts of preferred commodities to the United Kingdom 
by Bs. 3,18 lakhs. During the same period, however, our 
'.losses in the industrial countries of Europe amounted to 
Rs. 4.18 lakhs. Between 1931-33 the non-empire countries 
'.lost about a quarter of their total trade in ’‘preferred 
exports” to U. K. But India’s loss, if she kept out of 
«the preferential scheme, could not have been by any such 
large fraction, as India’s exports to the U. K. account 
dor over 80% Of 'the 'British preferred imports. The prieM- 
•of thase pseferred goeds weald have fallen less or ristm 
30 
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more in the U. K. and the competitive power of- India* 
in relation to other Empire countries would have been. 
I'educed much less than the competitive strength of 
uon>empire countries vis-a-vis the Empire countries at 
Iiresent. 

(2) Secondly, unlike some of the non-empire countries, 
India has had a sterling exchange standard which would 
have been of great value in retaining India’s hold upoo' 
the British market. 

(3) In respect of preferred commodities like jute, raw' 
and manufactured, ground-nuts, rice, shellac, mica, goat- 
skins, manures and myrobalans, our total exports to all 
countries are much greater than our exports to the United 
Kingdom. Hence, preference in the British market has not 
helped us to secure any higher prices for them. On the other 
hand, our foreign customers, now that Imperial Prefer- 
ence has ousted them from the British market, have 
shown a decisive tendency towards the cultivation of 
their own colonial resources or a resort to various 
substitutes, involving India in a net loss. This is parti- 
cularly true of our commercial relations with France and. 
Germany. While these markets were largely lost owing 
to our adherence to the Preferential Scheme, Britain • 
could not be of much service to us on account of her 
limited demand for some of these exported goods. 

(4) We come next to a second group of preferred com- 
modities, e.g., hides and skins, cotton manufactures, tea,, 
spices, teakwood, oilcakes, castor seed, Hnseed, pig-lead 
and coir. In respect of all these commodities, the total. 
British imports are much greater ttian the total Indian. 
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exports, and sometimes even greater than the total 
Empire exirarts. The Ottawa Agreement has helped India 
to improve her position considerably in the British market 
as regards some of those commodities, though preference 
has been of very little consequence for commodities like 
tea which owes its prosperity largely to the International 
Restriction Scheme, or like cotton yarn and manufactures 
for which Britain has no considerable demand. 

(5) Mmlly, we turn to a groui> of prefeircd' exports 
in which we supply a very small proportioii of the total 
British imiiorts. This group includes coifee, tobacco, 
hemp, vegetable oils, woollens, cari)cts, mahogany, etc. 
Here too India has genendly improved her i)osition in the 
British market, but largely at the expense of her own 
foreign markets. 

B. Imports of Preferred goods. 

Between 1932-33 and 1934-3.'), our imi)orts of preferred 
goods increased in value by about Rs. 5 crores, while our 
imports of non-preferrcd goods were down , by Rs. 5| 
crores. In so frr as the lm|)erial Preferential Scheme was 
designed to strengthen Britain’s position in the Indian 
market, the above figures show that that purpose has 
been largely fulfilled. At the same time, we can not 
ascribe the whole of the increase to the fact of Preference, 
inasmnehas most of the preferred goods were either on 
the free list or were subject only to revenue duties, while 
the uon-iaeferred goods weire subject to the imposition 
of protective duties. The meponsion of the former and the 
contraction of the latter are, therefore, somewhat natural 
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Secondly, we must not run away with the idea that the 
cost of the Imperial Preference to India is equal to the 
total value of the extra imports from the U. K. In theory, 
it is only equal to the extra cost of seenring them from 
the favoured country rather than from others. The only 
practicable way of measuring this is by noting the price- 
changes in respect of the preferred imports, in so far as 
these changes have liecn brought about by tlie fact;of thi^ 
Preference. If Preference is given by lowering duties on 
British goods, prices can not rise ; conversely, they can 
not fall if preference has been given by raising the duties 
on non-British goods. When preference is given {Kirtly 
by lowering the duties on British goods and paiily by 
raising the duties on foreign goods, the result is indeter- 
minate. The total value of our imports affected by the 
preferential scheme, was Rs. 33’3 crores in 1932-33. Pre- 
ference was given to (a) imports worth Rs. 37 crores by 
lowering duties on British goods by 10%, to (b) imports 
worth Rs. 4'5 crores by raising duties on non- British goods 
by the same percentage, and to the remaining (c) imports 
worth Rs. 251 crores both by reducing and increasing 
duties on British and foreign goods respectively by 5%. 

As regards the first (a) group of imports (which inclu- 
des motor cars, arms, wireless apparatus, etc.), the stand- 
ard average rate on foreign goods was 42%, ad raloreni, 
while the standard average preferential rate was roughly 
34 per cent. But as the United Eangdom supplied only 
50% of these commodities in 1932-33, it is very likely 
tiiat all our imports were sold at the higher price, i. e., at 
the price at which foreign goods bearing the higher duty 
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were sold in the country. It is unlikely, therefore that the 
Indian consumer has appreciably beneBted from the 
pr^erence granted to British goods, while it is certain 
that the Government of India has incurred some loss of 
revenue, which would have amounted to Rs. 14 lakhs even 
if t'lie foreign supply were not reduced. The only possible 
benefit to the Indian consumer may have arisen from the 
keeneV competition offered by British exporters in the 
Indian hiarket to drive out part of the foreign supplies. 

As regards the necotid 'group' of preferred imports 
(wliich includes vegetable oils, paints, oilcloth, woollen 
yarns, etc.), the rates on British goods were retained at 
the i>revailing rate of 25% ad valorem, while duties on 
foreign goods were raised to 35%. As the United Kingdom 
supplied only 40% of the imports of such commodities, in 
1932-33, obviously the selling price in India has been 
determined by the fmreign price plus the duty on fweign 
goods. Thus there has been a great burden on Indian con- 
sumers on account of the Preference. On the other hand, 
the Government benefited from the higher rgte on foreign 
imports, though that benefit has been neutralised to the 
extent to which British goods have displaced foreign 
goods. 

Lastly, we come to the final group of preferred commo- 
dities not included within the first two groups. In respect 
of these commodities, the duties on foreign imports were 
raised from 25 to 30% ad valorem, while the duties en 
British impmis were lowered from 25 to 20%. As Britain 
supplied only 40% of the total imports, it is tikely that the 
selling price in India increased to the full extent of the 
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additional duty imposed on foreign imports. The loss to 
Indian consumers, therefore, must have been considerable. 
The Government revenues also must have suffered both 
because of reduced duties on British imports and any 
Ijossiblc displacement of foreign goods by British goods 
in the Indian market, while they have increased in res- 
pect of foreign imports bearing the higher duty. The net 
result must have been some loss to the Government. 
Thus the Ottawa Agreement on our import side has been 
as injurious to our consumers and tax-payers, as it has 
been to our producers on the export side. 

Concluding observations and suggestions. 

We have studied in some details the changes in our 
imiiorts and exports; both in volume and in direction, in 
the first two years following the Ottawa Agreement. As 
we have already indicated, not all these changes may be 
attributed to the Agreement itself or to that pait of the 
Agi'eement which directly concerns India. For *a just 
appraisal of the value of the Agreement, we must, thei'e- 
fore, place it in the back-ground of world trade and consi- 
der the main factors that were shaiang its course. 

Between 19dl and 1932, both world trade and the 
trade of the British Empire as well as Indians foreign 
trade declined. The decline continued further up to 1933, 
although the trade of the British Empire fell less than the 
world trade between 1932 and 1933. Between 1933 and 
1934 the world trade as well as the trade of the Empire 
rocreased, but the improvement was greater with regard to 
Empire trade. Again India’s exports both to the Empire 
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and to all countriea incrcaaed between 1932 and 1933, 
while the values of both world and Empire trade diminish- 
-ed. fiat between 1933 and 1934 there was only 3% rise in 
India’s exports as against 6% increase in world trade and 
10% rise in Empire trade. 

Again, if we analyse the different constituents of the 
world trade, we find that between 1933 and 1934, the 
recovery of trade in food-stuffs was less than 1%, in raw 
materials 9% and in manufactured goods 7%. Thus the 
relative revival of world trade was mainly characterised 
by increased international demand for raw materials which 
was, of course, again due to increased industrial activity. 
Raw material-producing countries were thus in a position 
to reap the largest profit from the general recovery which 

was taking place during that i)eriod. 

Coming to India’s exports, we find that they exhibited 
the same tendency as the general world trade, fietweeu 
1932-34 and 1935, our exports of food-stuffs declined by 
3 per cent, while our exports of raw materials increased 
by 36% and of manufactured goods by 2'5%. 

In order, therefore, to realise the extent to which the 
Ottawa Agreement benefited India, we have to compare 
:the expansion of her trade with that of other raw material- 
producing countries. Here we find that between 1932 and 
1933 India’s share in the world export trade increased 
.more than the shares of Central and South America, 
•China, Dutch East Indies & the countries in South 
Eastern Europe, but less than those of Sritish Malaya, 
Egypt & Persia, & the Scandinavian countries. Between 
3933 and 1934, however, while most of the countries 
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increased tlicir share, some of them very sdbstaatiallyr 
India’s share declined and only less than China’s. It is 
indisputable, therefore, that the Ottawa Agreement did 
not succeed in the least in placing India on any vantage 
ground vis-a*vi8 other raw material-producing countries 
scattered in the seven seas who could hardly boast of any 
commercial Treaty of the standing of the famous Ottawa 
Treaty. 

If the Ottawa Agreement thus did not benefit India 
e.vcept in very minor matters, it might be contended that 
it played a very major role in bringing about general 
world recovery from which India, along with others, has 
benefited, though not to an equal extent. In the first place, 
such an argument is perfectly irrelevant to our present 
study which is particularly concerned with the conse- 
quences following from India’s i)articipntion in the Agree- 
ment. Secondly, even if we assume it to be relevant, it 
does not appear to be very well-founded and for the follow- 
ing reasons. 

t\rst, the British Imperial Preference because of its 
vast scope involves a much greater interference with 
international trade than the tariff changes of any other 
country. It is an attempt to place on a self-sufficient 
basis one-fourth of the whole globe and as such it has 
stimulated much the movements elsewhere for national 
or Imperial self-sufficiency as in the cases of Germany, 
France and Italy. 

Secondly, it has involved the most violent breach 
of the Most Favoured Nation Clause principlo whidi did 
so much to facilitate the flow of intemaitional trade.. 
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Tile closure of the British uiid to some exteut of the 
Imperial market to foreign goods has practically put an 
end to the old triangular trade by which European 
countries paid for their imiiorts from India and some' 
(tthcr countries by increased sales in the British market. 
'I’he Ottawa Pact, however, completely transformed the 
>(ituation and foreign countries were forced to accept the 
disastrous creed of greater and greater national self- 
sufficiency. The general recovery noted above, therefore, 
has taken place not hrmw of, but rather impitr of 
the Ottawa Agreement. 

Thirdly, it might lx* claimed that the Ottawa Agree- 
ment by offering a .stable market for our raw materials 
in the United Kingdom must have exercised some 
favourable influence on the trend of export prices the 
relative rise of which was largely responsible for the 
increased value of our exports during the period under 
review. But this view is also not very correct. The- 
Ottawa Agreement by engendering keen competition 
among different Empire producers in the limited British 
market seems more to have depressed export 'prices than 
to have raised them. Above all, a scheme of Imperial' 
Preference with its strangling effect on the general flow 
of international trade can hardly be exfiected to induce 
an upward trend of commodity prices. 

Thus, from whatever angle we look at the Ottawa 
Agreement, it does not appear to have benefited India 
except in small {xirts, while its harmful effectsi direct 
and indirect, have been considerable and in many respecta 
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far-reaching. Therefore, the practical question of the 
moment is whether we should end it or mend it. 

Mr. 1). Ghosh in his “Revision of Ottawa” has not 
favoured the idea of ending the Agreement alti^ether 
on the ground that during the last few years our com- 
mercial relations with Great Britain have become more 
and more close and intimate, while we have increasingly 
lost our hold on the foreign markets. It is therefore too 
late in the day to scrap the Agreement altogether 
and to face a new and changed world with no support 
: to fall back upon. He sees further grounds for caution 
in the fact that already foreign countries have 
adopted different commercial iwlicies aimed at self- 
sutficieucy, based on ‘devisen’ (or exchange) controls, 
quotas, barter agreements, exploitation of their own ctJo- 
nies, where they exist, and a determined hunt after sub- 
stitutes. Accordingly, Mr. Ghosh favours a revision of 
'the Pact in such a manner that we might retain its 
benefits or expand them, if imsible, while rejecting those 
provisions which work to our disadvantage. At the 
same time, we sliould try to establish fresli contacts with 
our erstwhile foreign customers by means of new bilateral 
trade agreements. 

Mr. Ghosh’s remedy is highly interesting inasmuch 
as it iwoposes to give us the best of both the worlds 
without any of their sadder elements. In our oianion, 
liowever, such opportunistic remedies may not be very 
fruitful in actual life. Of course, we agree with Mr. 
Ghosh that had India never entered into the disastrous 
'^Ottawa’ ring, her position today in the foreign countries 
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would have been much better. But even now. we think, 
nothing substantial may be lost, if India boldly jolts 
out of the "Ottawa” Agreement and makes a vigorous 
attempt to enter into all sorts of bilateral agreements 
with different foreign countries. With all zeal for 
achieving national self-sufficiency, it is fortunately true 
that the world demand for raw materials and to a lesser 
e:!tent for food-atnffs still continues to exist. Hence it 
is not impossible for us to establish new commercial 
pacts with the principal industrial countries of the world. 
We can also offer as an inducement part of our home 
market for cheaper foreign manufactured goods, once 
India ceases to be a dumping ground for the more 
costly British manufactures for the IxmeBt of which the 
' Ottawa scheme has been primarily devised. 

FiiwUv, we do not imagine that our scrapping of the 
Ottawa plan will be followed by any notable shrinkage 
even of the British market, partly because Britain can 
not do away with the great majority of our present 
exia>rts to her, and partly because Britain must have 
an import surplus from India to secure the ptiyment 
of the so-called Home charges. 

Lastly, we must remember that if adherence to Imperial 
Preference has not prevented Britain from establishing or 
discussing commercial Agreements with foreign countries 
resting on gold or paper standards, there is hardljr any 
reason why she should desist from entering into a bila* 
toral pact with a sterling standard country like India, 
particularly when both of them have been dominating 
each other’s market for nearly a century. 
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The Ottawa AKreemeiit has perhaps been a natural 
result of the economic and political ties binding the 
United Kingdom and British self-governing Dominions. 
The Dominions’ trade with the United Kingdom, is 
generally complementary in nature, hence the economic 
justiiication of the Pact. Their political relations with 
the United Kingdom are also very sweet and cordial, the 
British commonwealth being h free association ol self- 
governing units composed mainly of the Anglo-Saxon race 
with the same language, religion and custom. Herein 
lies the political justification of the Pact. But for India 
to l)e a signatory to the Agreement, there is hardly any 
justification, economic or political, to be found. Kcojut- 
inically^ India has gained very little and lost a good deal 
since the conclusion of the Pact, while politicaUy we have 
no reasons for inflicting sufierings upon our producers 
and consumers alike for benefiting our despotic master. 
Hence, it will be a vei'y sad and cniel incongruity for 
India to be willingly tied to the apron-strings of the 
British economic system which has historically meant so 
much devastation to our economic prosperity. If fiscal 
Autonomy’ means anything, India must be allowed to- 
carve out her own economic destiny in her own indepen- 
dent manner and along natural economic channels, free 
from the withering effects of any Preferential Scheme. 
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THE INDO-JAPANESE TRADE AGREEMENT 
Higtorieal Surrey. 

Since 1904f India and Japan were bound to each 
other by the Most Favoured Nation clause which assured 
e(iuality of commercial treatment to each other in relation 
to other foreign countries with whom both might have 
<‘ommercial contacts. 

The world economic depression which started in 1925) 
brought about an orgy of cnn-ency and exchange de- 
preciation in which Japan was easily one of the most 
successful competitors. The result was that from 1932 
onward, there was a continuous depreciation of the 
Japanese yen which placed Japan in a very favourable 
|N)8itiou for underselling almost all the countries belonging 
to the sterling hlof. India with her vast market, natur- 
ally aroused the cupidity of the Japanese exi)ortcrs, 
and Japanese goods of all descriptions came to l>e 
imported in ever-increasing quantities, threatening the 
existence of some of the well-established industries of 
the country, particularly of the Indian cotton industry. 
A huge clamour was raised by Indian cotton interests, 
demanding protection against the new Japanese menace 
and the Government of India was ultimately forced to 
intervene. Import duties on non-British plain grey cotton 
piece goods were raised to 50% od vcdcrem with a 'mini- 
mum specific duty of 5} annas per lb. as a protective 
measure } but even this high duty proved to be insufli* 
-cient. In order to be able to take stronger measures. His 
Majesty’s Government on behalf of the Government of 
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India gave a formal notice to the Government of Japan of 
their desire to cancel the lndo*Japanese trade convention 
of 1904 under which Japan enjoyed the privilege of the 
Most Favoured Nation treatment. This action on the 
part of the Government of India led to a movement in 
Japan for the boycott of Indian cotton as a retaliatory 
measure. The actual boycott, however, did not take 
place until June 1933 when the Government of India 
announced an increase in the duty on foreign cotton piece 
goods to 75%, mi valorem with a minimum specific duty 
of fif annas per lb. on plain greys. At the same time the 
the Government of India invited Japan to send to India a 
commercial delegation for the conclusion of an Indo>Japa- 
nese commercial agreement on a reciprocal basis. That 
invitation was accepted and in October 1933 a Japanese 
trade delegation came to India and met the official and non- 
official representatives of Government of India. After 3 
months’ negotiations an agreement was ultimately reached 
which was followed by an immediate withdrawal of the 
Japanese boycott of Indian cloth in Januar}' 1934 and a 
reduction of the duty in India on foreign cotton goods- 
from 75 to 50?i.. The new Indo-Japanesc Commercial 
treaty was formally signed in London in July 1934. 

Provisions of the treaty. 

The new agreement laid down a convmtian r^ardiug 
the future of Indo* Japanese Commercial ‘relations, as well 
as a protocol defining the exact terms of the new commer- 
cial agreement. 

The &mmtiott provided that Japan and India were 
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to accord to each other the Moat Favoured Nation treat- 
ment, that both parties had the right to impose additional 
duties against each other’s goods to counteract the effects 
of any currency de{>reclation, and that they should enter 
into negotiations with eacli other wlieucvcr any changes 
were made in their domestic tariffs, with a view to arri- 
ving at a reconciliation of their conflicting interests. 

The terms of the Protocol may be summarised as 
follows : — 

(1) Japan is allowed to eximrt annually to India 125 
million (linear) yards of cotton piece goods without any 
obligation to purchase Indian raw cotton. 

(2) Japan will have to buy from India one million 
cotton bales for every 325 milion yards of cloth exiwrted 
by her to India. This is the banir quota. 

(3) The maximum quota for Japan in any year was - 
fixed at 400 million yards. But in that ease Japan would 
have to purchase 10,000 bales of raw cotton for every 
additional U million yards of cotton piece goods exported 
by her. On. the other hand, if Japan purchased less than 
1 million bales of raw cotton from India in any year, her 
basic allotment of 325 million yards would be diminished 
by 2 million yards for every 10,000 bales of the deficit. 
In case, however, Japanese \import3 of Indian raw cotton 
exceeded li million bales in any single year, she would be 
be credited with such excess in the following year. 

(4) Customs duties on importation of Japanese cotton 
piece goods were not to exceed the following rates : — 

fa) 50 per cent, ad valorem or 5i annas per lb, which v 
ever is higher in respect of plain greys. 
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(b) 50 i)cr cent Ofl viHwcm on all other varieties of 
. cotton piece goods. 

(.')) The normal sab-allotment of the Jaiianesc quota 
. of cotton piece goods was laid down as follows : — 

(a) Plain greys 45 per cent (b) Bordered greys 13 
per cent (c) Bleached gouiU 8 |ter cent (d) Coloured 
(printed, dyed or wovenj goods 34 per cent. 

The working of the Indo-Japaneae Agreement. 

'L'he Indo-Japanesc ('oinmercial Agreement is the first 
instance of a commercial treaty entered into by India with 
a foreign country, in the negotiation of which non-ofiicial 
business iieopic in India played some |>art. Although the 
actual terms of the agreement are not very much impres- 
sive as an indication of the bargaining capacity of the 
Government of India’s advisers, both oHicial and non- 
oflicial, the agreement itself is a welcome sign of India’s 
awakening to the necessity of entering into bilateral 
treaties with important foreign countries with whom India 
has close commercial relations. . 

Tlie greatest beneficiary of the Agreement has been the 
Indian cotton grower who has thereby secured a large and 
stable market in .lapan. Until recently, the actual export 

. of Indian raw cotton to Japan has, of coarse, sometimes 
exceeded the quotir fi.vod under the agreement. Neverthe- 
less, the benefit to India in this respect is certainly 
substantial. Indian cotton, as we already seen, is generally 

- of the short staple variety and as such it is not of mneh 

- value to Lancashire who r^uires long staple cotton for her 

- superior cotton manufactures. As the Indian colton mill 
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industry absorbs only 50 per cent of our total produce of 
raw cotton, we require a stable market for the remaining 
50 per cent. This has been largely secured by the Indo- 
. Japanese treaty. 

But with this solitary bright cxcei>tion, the ludo- 
■ Japanese Commercial treaty of 1934 has be.eu productive 
of results which have mostly favoured Japan at India’s 
cx|)eii8e. 

In the fhd place, the qnotn system had many looiv 
holes which were thoroughly exploited by Japanese 
exporters in order to send to India textile go«)ds mucli 
in excess of the agreed quantities. 

(a) For instance, taking advantage of the lower duties 
of 35% on fents (i.c., rejected cuttings of clotli pieces), 
Indian importers of Japanese piece-goods imported into 
India abnormally large quantities of spurious fonts which 
were nothing but perfectly good piece-goods of garment 
lengths, siwcially sized for evading the higher duties and 
the quota restrictions. Not less than 36,709,688 and 
34,759,506 yards of fents were imiwrtcd into India in the 
first and the second year respectively after the conclusion 
of the Agreement through the Kathiawar Port. 

(b) Secondly, Japan exported huge quantities of silk 
and artificial silk laece-goods which were also not included 
within the quota. 

(c) Thwdly, Japanese exporters in order to evade the 
quota arrangement began to send ready made cotton goods 
dike shirts, dresses, skirts, etc. which literally flooded the 
Indian market. 

(d) lymrthly, Japanese piece-goods have somelames 
31 
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been re-exported from India to Afghanistan and Nepal 
from which places, however, they were smuggled into- 
India through ill-guarded border routes, thus avoiding 
the quota restriction. 

(c) Lastly, the linear yard basis has not been generally 
adhered to and cloth of greater width has frequently been 
exported to India. 

Thus, the main objective of the Agreement, namely 
restriction of Japanese exi)ort of cotton piece-goods to 
India, has not been adequately fulfilled and the Indian 
cotton-mill industry lias sufiered much on account of 
unfair Japanese conu>etition. 

(2) Secondly, the Indo-Japancse Trade Agreement of 
1934 has been strongly criticized for overlooking the 
interests of many other nascent Indian industries which 
have sufifered most owing to unfair Jai)anese competition. 
Japanese soap, glassware, boots and shoes, hardware, 
woollen goods, cycles, umbrellas & various toy products 
have been imported in huge quantities, and because of 
their extreme cheapness have wrought havoc upon corres- 
ponding domestic industries. On the other hand, Japanese 
imports of Indian pig iron, jute and oil-seeds have been 
greatly reduced since the conclusion of the Pact. Critics 
have rightly contended that there should have been a 
comprehensive trade agreement between India and Japan 
on a reciprocal basis, instead of a limited Agreement re- 
garding rival cotton interests only, and that even this limi- 
ted Agreement has not been very scrupulously maintained. 

(3) Lastly, it has been said that even the interests of 
the Indian Cotton growers have not been saf^arded in* 
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the best iiossible manner. The negotiators seem to have 
foigotteu the basic fact that the importation of Indian 
raw cotton by Japan did not reiaresent anv sacrifice on the 
part of Japan, submitted to only as an inovitable price for 
the privilege of entry into the Indian market. For Japan 
Indian raw cotton was an absolute necessity, her average 
purchase during the last ten years being nearly I 3 million 
bales. In the first year after the conclusion of the agree- 
ment, Japan purchased more than 2 million bixlcs, a 
striking evidence not of her generosity but of her dciien- 
dence upon Indian raw cotton. Hence, the Imic quota 
should have been fixed at at least 1.1 million bales instead 
of 1 million bales, as it was actually done. More- 
over, Japan should never have been allowed tlie gnituitous 
(sivilege of exporting 125 million yards of cotton inece- 
goois without any obligation to buy Indian Cotton. 

It is clear from the above reasonings that the first 
Indo-Japanese Trade Agreement has been at once in- 
adequate and defective- Its scope was unduly restricted, 
the Indian cotton interests monopolising all the attention 
possibly because of their great clamour and organized 
campaign, the other lesser industries being left absolutety 
unsheltered to face the full brunt of Jai)auesc competition. 
Secondly, even within its limited scope, it failed cons- 
picuously to enforce strict adherence to ^he exact terms 
of tae Agreement. On the other hand, Japan got practi- 
cally everything she wanted. She got back the Most 
Favoured-Nation treatment, the unrestricted entry into 
the Indian market with regard to all goods other than 
cotton, and even as regards cotton, the managed to secure 
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a quota arrangement which ahe aeemed to circumvent at 
all points by various devices whenever she chose to do so. 
And the price that she had to pay for all these privileges 
was the obligation to buy Indian raw cotton in quantities 
which were below her average off-take for some years 
past, an obligation which was not only welcome but even 
compulsory from the Japanese |)oint of view, as Japanese 
Cotton Mills could hardly work to full capacity without 
the supply of Indian raw cotton. 

The Indo- Japanese trade agreement of 1937. 

As the liido-Jaiiancse Agreement was due to termitute 
in March 1037, it was hofied that in the ensuing negotia- 
tions the Government of India would fully profit by 
the experience derived from the actual working of the 
previous Agreement as well as from the able represen- 
tations made by various Indian commercial bodies. That 
hope, however, was doomed to utter disappointment. 

In the new Protocol which came into force on April 12, 
1937, the following in-ovisions have been made : — 

(1) The AtmV qmta has been reduced from 325 
million yards of Japanese iriece-goods to 283 million yards 
against 1 million lialcs of Indian raw cotton, while the 
/mmnmm quota for Japan has been 6xed at 358 million 
yards of cotton piece-goods. For every 10,000 bales of raw 
cotton in excess of the basic quota, Japan can export 
1,50,000 yards of cotton piece-goods to India. 

(2) Allotment regarding the teonstitaent elements of 
the Japanese quota has been made at f<dlowt 

(a) Pkin greys— 40% 
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(b) Bordered greys— 18% 

{ c) Bleached (white) goods— 10% 

(d) Printed goods — 20% 

(e) Coloured goods— 17%. 

Thus, the new Agreement is in'nctically the old one 
renewed with some reduction in the basic quota for 
Japanese piece-goods. Apparently, the terms are more 
favourable to Indian mill-owners without any injury to 
the cotton growers. But here we must remember that in 
the meanwhile Burma has been separated from India and 
that Japan has concluded a separsite Agreement with 
Burma regarding her piece-goods trade. Hence there 
has been no sacrifice on the Japanese side. On the other 
hand, no attempt has been made to remedy the glaring 
defects revealed by the old Agreement. 

(a) YfftAH have not been included within the category of 
cotton piece-goods to which character they actually belong. 
Even the emergency duty of 50% on fent was reduced to 
35% to placate Japan. The only provision that was made 
was that their maximum imports into India were not to 
exceed the high limit of 8'95 million yards. 

(b) Again the yards in which the (luota has been fixed 
are the same old linmr yards, and not square yards al- 
though the Japauese-Australian Trade Pact of 1937 has 
been fixed in terms of square yardage. Thus Japan has 
been given the opportunity to double her actual qqota by 
sending cloth of much greater width. 

(c) No agreement has been made regarding the Japanese 
export of silk and artificial silk goods in the interest of 
the Indian silk industry, the duty of 50% od wdmem.vc 
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f) as i)er lb whichever is higher, having been inroved to 
be insufficient for the purpose. 

(d) No limitation has been put to the Japanese export of 
numerous made-up cotton goods, like shirts, skirts, etc, 
although the recent American-Japanese Cotton Agreement 
has included within its scope specialised products like 
towels, table-cloths, handkerchiefs, etc. 

(e) Lastly, nothing has been done to save the numerous 
nascent industries like soap-manufactures, umbrellas, 
toys, shoes, etc. which had been facing all these years the 
frightful effects of Japanese exchange-dumping. 

Thus, once more India has etnerged discreditably out 
of the Indo-Japmese trade negotiations, thanks largely to 
the anxiety of the Government of India to placate Japan. 
As the government can not claim this time the excuse of ^ 
ignorance, it is difficult to resist the conclusion that politi- 
cal pressure must have been put from Whitehall upon the^ 
subordinate Indian government to make generons,^ conces- 
sions to Japanese demands in the interest of British 
friendship with the Great Power of the Far East. Thus, 
probably for iiolitical reasons, our first essay in the sphere 
of bilateral treaty negotiations must bo regarded as a 
failure from the commercial point of view. 

The Bombay-Lancashire Textile Agreement. 

The phenomenal rise of the Japanese cotton-mill indus- 
try and the keen challenge presented by it to the Indian 
cotton-mill industry both in the home market and tiie 
foreign markets including the colonial markets, led to an 
unexpected develoinnent of the relations between Lanca- 



OOMMERCIAL AGREEMENT 


487 


■shire and Bombay. Hitherto, Lancashire had been a relent* 
less opponent of the Indian cotton>mill industry, although 
there T^as hardly any keen competition between the two, 
as Lancashire mainly produced Bner cloths, while Bombay 
produced coarser piece-goods and as such she catered for 
different markets. Japan, however, was a more direct 
and serious rival of India ; and to a lesser, but growing 
■extent, of Beilin, both in India and elsewhere. Hence, the 
emergenc^jof a common foe was conducive to an unex- 
pected unprecedented rapprorltetmnt between the 
.traditionj^l rivals, Bombay and Lancashire. 

Mr, H. P. Mody, the then president of the Bomay Mill- 
owners’ Association, during his stay in England in connec- 
tion with the London discussions on the Reserve Bank of 
' India legislation, made a gesture to Lauciishire to adjust 
her relations with Bombay on a reciprocal basis, provided 
sh^ recognised India’s right to frame her tariff policy in 
accordance with her own national requirements, and pro- 
vided she undertook not to stand in the way of India’s 
jwlitical progress. This suggestion of Mr. Mody was al- 
most immediately taken up and a Lancashire trade delega- 
tion led by Sir William Clare Lees come to India to nego- 
tiate a textile agreement with the Indian textile industry, 
thereby implicitly admitting that Indian commercial ques- 
diions could only bo dealt with in India. 

The Lancashire trade delegation met the representa- 
tives of the Indian textile industry. In the course of the 
^] iifAn snion, howevcr, serious differences arose between the 
views of Bombay and other Indian cotton centres. The 
result was that Lancashire could negotiate an agreement 
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only with the Bombay cotton industry which represented' 
only 50% of the Indian textile industry. This Agreement 
is popularly known as the Mody-Lees Pad. The Pact was 
signed on 8 October 1933 and it was to remain in force till. 
31 December, 1935. 

Provisions of the ModyLees Pact. 

(1) It was agreed that while the Indian cotton textile’ 
industry required some protection against the import of 
British yarns and piece-goods, India required higher pro- 
tection against foreign in:innfactures on account of the 
lower cost of production and depreciating currency in 
foreign countries. The reference was obviously to Japan 
but the principle of preferential treatment of British cotton 
goods was thereby admitted. 

(2) It was agreed that when with the improvement of 
the revenue iwsition, the Government of India found it 
iwssible to do .away with the surcharge on all imports im- 
l)oacd since 1931, India would exempt Lancashire cotton 
piece-goods from any additional surcharge that might be 
imposed on other imports. 

(3) It was agreed that India should lower her duties . 
on imports of cotton yarns and artificial silk piece-goods 
from Lancashire. 

(4) It was agreed that Lancashire should explore all 
possible avenues for greater absorption of Indian raw 
cotton in the Lancashire textile industry. 

(5) MiuiUyt it was agreed that the Mauohester 
Chamber of Commerce would use its good offices for 
securing a market for Indian' cotton piece-goods in over- 
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seas markets iii Mrhich Indian mills were without establi- 
shed connections, and that wherever the British textile 
industry could secure a quota for itself, a part of the same 
should be to the Indian textile industrj’. 

. How the ModyLees Pact was received. 

The Mody-Lees Pact, as it might bo exi)ectcd, was 
hailed witi) great otficial blessings both in Britain and in 
India as inaugurating a lU'W' era of [ndo-British cominer'' 
cial co-operation in place of the old mutual suspicion,, 
and bitter rivalry. It was iiointed out as a great boon to 
India, that Lancashire recognised India’s legitimate indus- 
trial and |)olitical aspirations, that she would increasingly 
provide a market for Indian raw cotton thereby hel[Hng 
the Indian cultivator who had at (iresent to depend uiion 
.Fai)an, a foreign countrj' ; and that the Manchester Cham- 
ber of Commerce promised to i>rovide India with an over- 
seas market for her cotton lacce -goods possibly at the 
sacritice of its own interests. 

Indian public opinion and i)articularly the opinion of 
the Indian mercantile public, however, could not take 
such a rosy view of the prospects. A great deal of resent- 
ment was felt towards Mr. H. P. Mody (who has subse- 
quently been knighted possibly for Ids service to Lanca- 
shire) for having made substantial concessions to Lanca- 
shire at the expense of the Indian textile industry.in lieu 
of certain vague promises and assurances. The promise 
as regards greater off-take of Indian raw cotton by Lanca- 
shire was not regarded as being of much value, as Lanca- 
shire primarily wanted long staple cotton which could be 
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bent supplied by the U. S. A. and Kgypt. Even if Britain 
could take more of Indian cotton, that would be because 
of its relative cheapness and in the interest of Imperial 
self-sufficioncy and as such no special thanks-giving ser- 
vice was called for. 

The assunuice as regards foreign and overseas markets 
was similarly minimised on the ground that the Indian 
Cotton textile industry which was still unable to hold its 
own in the home market without a substantial measure 
of protection could hardly be expected to do much busi- 
ness in overseas markets in the teetli of keen internation- 
al cx>mi)etition. Kinally. it was pointed out that the 
Bombay Mill-owners’ Association which represented only 
50% of the Indian Textile industry had no right to bind 
the whole of India to rn Agrccinent in which other Indian 
textile interests did not ixirticipate. 

- Government action following the Modylees Pact. 

The Government of India, however, was undeterred 
-by all these public criticisms and almost forthwith pro- 
ceeded to implement the Pact. This was done by the 
Indian Tariff (Textile Protection) Amendment Act which 
came into force on May 1, 1934, establishing the scale of 
duties agreed to under the Pact. These new duties on 
British cotton goods were to remain in force for two 
years after which they were to be considered afresh by a 
fresh Tariff Board. 

In September 1935, the proposed Tariff Board was 
set up which made the following principal recomnienda- 
^ons 
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(1) That the duty on plain grey goods should be rc- 
•duced from 25% ad' valorem or 4* annas per lb whichever 
was higher, to 20% ad valorem or 3s annas per lb which- 
ever was higher. 

(2) That the duty on bordered grey, bleached and 
coloured piece-goods (other than prints) should be reduced 
to 20% ad valorem. 

(3) That the duty on cotton yarn should remain the 
same as before. 

The above recommendations of the Tariff Hoard were 
immediately given effect to by the Government of India 
by means of a special Notification. The special treatment 
meted out to Lancashire by the Tariff Board at India’s 
expense, as well as the precipitate haste of the Govern- 
ment in implementing these recommendations, came in 
for great public criticisms. The Government, however, 
-defended its action by citing its own precedents of raising 
duties on imports of Japanese piece-goods without consul- 
ting the Indian legislature. If duties could be raised by 
a Notification, they could equally be lowered by a Notifica- 
tion. One could retort that there was a world of diffe- 
rence between the objects of the two Notifications, in as 
much as the earlier ones were emergency measures in 
Indian interests, while in the second case the emergency 
was conceivably Lancashire’s and as such it was no busi- 
ness of the Government of India to bother about it. . 

' The Indo-Britith Trade Agreement 

As a sequel to tiie Ottawa Agreement and the Mody- 
Lees Pact, an Indo-British Trade Agreement came into 



INDIAN ECONOMICS 


m 

cxintence in 1934 which was to remain in force during 
the currency of the Ottawa Pact. 

To begin with, there is not much that is novel or 
striking in the new Agreement. It redterates the prin- 
ciples of Indo-British co-operation adopted in the Mody- 
Tjces Pact and emphasises the necessity for reduction of 
duties on British cotton piece-goods to 20% ad valorem 
or 3a annas per lb as regards plain greys, and to 20% ad' 
ralorem on others, a suggestion which, as we have already 
sceu, was fully adopted by the Tariff Board of 1935 and 
implemented by the Government of India by a special 
Notification. 

The Agreement repeats the assurance as regards Lan- 
cashire’s intention to take more and more Indian raw 
cotton as well as the desire of His Majesty’s Government 
to explore the (lossibilities of overseas markets, particularly 
in the British colonies and protectorates, for Indian cotton 
[riece-goods. 

His Majesty’s Government further undertakes to 
continue the existing privilege of duty-free entry of Indian 
pig-iron into the British market, so long as the existing 
duties on British iron and steel imports into India are not 
raised, and to encourage generally greater consumption in 
the United Kingdom of Indian raw or semi-manufactured 
materials used in the manufacture of articles on the im- 
IJortation of which preferential duties have been imposed 
in India. 

Finally, the Agreement seeks to clarify the principles 
which were to govern Britain’s commercial intercourse 
with India. His Majesty’s Government recognises that- 
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revenue duties on British goods are unavoidable in the 
existing financial position of the Government of India, 
that India has the right to grant discriminating protection 
to those Indian industries whose claim to inrotection might 
be recognised by the recommendation of the Indian Tariff 
Board, but it stipulates that the amount of i)rotection 
should not exceed the rate necessary for equating the 
prices of imported goods with the fair selliitg prices of 
corresponding Indian goods. Subject to this condition, 
however, lower duties should be imposed on British goods, 
whenever possible. This provision, however, do<iH not 
affect the protection enjoyed by numerous industries 
under the Safeguarding of Industries Act of 1933, or the 
right of the Government of India to impose surcharges in 
addition to existing protective duties out of revenue 
considerations. On the other hand, the Government of 
India undertakes to afford full opiwrtunities to British 
commercial interests to state their case fully whenever 
:the Indian Tariff Board will be considering the claim to 
protection of any Indian industry or the case for a radical 
alteration of the existing rate of protection to any Indian 
.industry in view of altered circumstances. 

Critical evaluatioii of the lndo*Britbh 
Trade Agreement. 

The official ddm, 

The so-called Indo-British trade Agreement, coming 
•on the heels of the Ottawa Agreement and the Mody-Lees 
Pact, natwiwlly came in for great official blessings and 
, public criticisms. The Government spokesmen repeated 
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the advantages secured for Indian raw cotton, pig-iron» 
other raw and semi-manufactured materials generally, as- 
well as Indian cotton manufactures which could now hope 
to be offered an outlet in the colonial markets. On the 
otlier hand, India lost nothing. India's fiscal Autonomy 
was maintained and the itrinciple of discriminate protec- 
tion was recognised by His Majesty's Government, 
lievenue considerations of the Government of India 
were also completely unaffected by the Agreement. India’s 
status as an equal contracting paiiy was recognised. In 
brief, the Agreement was nothing but, to paraphrase Sir 
Joseph Bhore’s speech, a crj’stallisation of existing fiscal 
practices and conventions, and an implementing of implied 
promises given at Ottawa and the definite promises 
given to the Clarc-Ijees Deputation. The Viceroy even 
maintained that the Agreement Avonld magically transform 
the attitude of the British public towards Indian political 
aspirations and would relegate the “Safeguards” to the 
background. 

Indian re-action. 

Whatever the merits claimed for the Agreement by 
official spokesmen, the Indian reaction has been one of 
most vehement opposition. It was widely apprehended 
that the Fiscal Autonomy Convention, never scrupulously 
maintained, was now going to the officially thrown over- 
board, as rival British industries obtained the right to- 
present their case for protection to the Tariff Board equal- 
ly with the Indian industries. It was equally preposterous 
that the Indian Tariff Board could not recommend anjr 
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alteration of existing protective duties in the face of anp> 
emergency without giving an opportunity to interested 
British parties to make their own reitresentations. The 
entire transaction became all the more scandalous asiio- 
such reciprocal rights were accorded to Indian interests 
in the United Kingdom. His Majesty’s Government, not 
satisfled with the wide and far-reaching privileges accord'* 
ed to British industries both by the Ottawa Agreement 
and the Mody-Lees Pact, now succeeded in fastening it 
still closer chain on India’s Fiscal freedom in tliat British 
commercial interests came to be recognised as an equal 
partner with Indian interests. And as British and Indian . 
interests are largely comiietitive in character, obviously 
India would be more systematically sacrificed for the sake 
of her dominant partner. The vague assurances as regards 
greater off-take of i*aw cotton, and other raw or somi- 
luanufactnred materials or as regards securing of colonial 
markets for Indian cotton piccc-goods» deceived no one. 
The impression was universal that Britain took the sub- 
stance, and India got the shadow, 

The Indo-British Trade Agreement, however, IlmI a 
very short-lived existence, as it was denounced by the 
Indian Legislative Assembly. Similar fate also overtook 
the Ottawa Agreement. As the Government had agreed 
to abide by the verdict of the House in all fiscal matters, 
notice was given for the termination of both the Agree- 
ments. The Government, however, obstinately maintain- 
ed that pending the conclusion of a fresh Agreement, the 
existing preferences on British goods should continue* As 
BO such Agreement has so far been concluded, the 
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MFCiilc of profereutial duties established by a series of 
disreputable Agreements has been continuing to exist, 
although Indian public opinion demanded their immediate 
terminatiou. This is one more anomaly in onr Fiscal 
Autonomy. 

Basis of a true Indo-British Trade Agreement 

As negotiations for a fresh Indo-British Trade Agree- 
ment, despite the recent set-back, are bound to continue 
in the future, it might be useful for us to indicate certain 
basic facts which must Ikj rememlxsred before entering 
into any bilateral pact with the United Kingdom. 

hi the fil'd place, unlik(! Britain, India, is well adaiited 
for an economy based on the principle of national self- 
sufficiency. The U. S. A. rather than the United Kingdom 
should be our model in this respect. 

Sccoiully, while Britain has always been our greatest 
customer chiefly for Itisioricai reasons, the natural ten- 
dency of India’s foi'cign trside, both for some years before 
the war and in the post-war iieriod, has been, until the 
conclusion of the Ottawa Agreement, one of increasing 
diversion from Britain to other foreign countries. Hence, 
it is as important to cultivate our foreign markets as it is 
to cultivate the British market. It follows that nothing 
should be done to placate Britain, which might in any sense 
prejudice our relations with the foreign countries in which 
we are interested. 

Thirdly, the interest of Indian industries and of the 
Indian oonsumer should in no case be sacrificed. This 
' principle completely rules out all prospects of our. paitlci- 
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ipation in any scheme of [niiicrial pi’efei’cuce. We must 
give protection not only to those iiulustrics which can 
^iltiniately hope to withstand world competition, but even 
to those which may not do so, irrovidcd they are essential 
for military purposes in times of war. 

Fomihly, while there can lx* no (lucstiou of a prefereu- 
ntial treatment to Britain, it may be to our advantage to 
conclude a bilateral trade Agreement with the United 
Kingdom on the basis of reciprocity. But in negotiating 
sncli a treaty, one thing must Ixt rcmcnib<!r(xl. On 
account of certain “invisible” British exiwrts, India is a 
debtor <;ountry and has to ivay annually about Rs. SO 
crores to the United Kingdom to repay her obligations in 
this resjiect. A trade agreement kitween a creditor and a 
debtor country can never k) .strictly based on the principle 
of quid pro quo : the debtor must have an exiwrt sur[>lus 
and the creditor must bo satisfied with an imiwrt surplus, 
unless default or repudiation is desired. As India has no 
other means of discharging her well-nigh permanent obli- 
gations, known as Home Charges, to the United Kingdom, 
our 'invisible imiiorts* from Great Britain must be fully 
taken into account before the conclusion of a bilateral 
commercial treaty with her on the basis of reciprocity. 
At the same time vigorous efifbrts should be made to 
Teduce drastically and ultimately to abolish our so-called 
‘invisible’ imports, to pave the i)ath for a future bilateral 
pact with the United Kingdom on the basis of an exact 
squid pro quo. 


32 
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Scope of Bilateral Agreements for India- 

Althonjrh tlie Indo^JapanoHc Commercial treaty and the* 
Indo-British trade Agreement, both technically bilateral 
in character, have been highly disappointing in their terms 
and results, failure from the Indian point of view is more 
due to the manner of their negotiations, and to the ixilitical 
forces which aliaped their course than to the fundamental 
nature of bilateralism us such. Hence, Indian commercial 
opinion has definitely expressed itself in favour of separate 
bilateral agreements with different important countries 
in the place of ('xisting adherence to the most favoured- 
nation treatment clause. Not that India is not alive to 
the dangers and distress inherent in a gradual shrinkage 
of international trade and in restrictions on the free flow 
of foreign trade involved in various clearing or barter 
agreements : but in a world, pledged to the ideal of national 
or Imiierial self-sufficiency, with a greatly reduced volume 
of foreign trade whose course is strictly regimented by 
various bilateral pacta, India has no choice but to fall into- 
line with the rest. It is only in this way that India can- 
get back her lost markets and remedy her present un- 
favourable balance of trade with countries like Germany,. 
France, Italy etc. 

The Government of India, however, has so far rejected 
the idea of entering into fresh bilateral pacts with different 
important countries and that for the following reasons : — 

In the first place, India has not much to gain from the 
conclusion of such pacts, as she has normally a favourable- 
balance of trade with the important foreign countries 
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mentioned. The preaent unfavourable balance may be a 
passinsr phenomenon. By entering into bilateral pacts, 
India will forfeit the future advantage of enjoying a 
favourable balance. 

(2) Secondly, even admitting that it is dcsiriible to 
enter into bilateral agreement!', it is not practicable to do 
so. India is no longer in the old coinmatiding |)osition as 
a supplier of food-stuff’s and raw materials to most of 
(these countries. For instance, Germany who was formerly 
B large customer of Indian raw materials, now imports her 
lotton from Brazil, Peru, ICgypt and Turkey ; hides and 
■kins from South America ; oil-seeds from the Argentine, 
etc. as she lias got clearing agreements with all these 
countries. Moreover, Germany is tr>’ing to resort to 
various synthetic products and chemical substitutes. 
Similarly, France is deiumding more and more upon her 
colonial products, the U. S. A. uinni herself, Italy ufwn 
her colonies and so on. Besides the control over foniigu 
exchange maintained by the.se c,ountrics might present 
serious impediments at any moment to the actual working 
of any Agreement that migbt he reached. 

(3) Lastly, India can not hope to get back a foreign 
market without giving concessions in her own market, 
jind such concessions may not be in the interest of the 
Indian domestic industries. 

The above paraphrase of the main official arguments 
against India’s ]Tarticipation in bilateral agreements is 
highly interesting as it indicates a desperate attempt to 
defend a position which the defender knows tb be indefen- 
sible. While Britain is attaining 'evei^’ notve'td increase 
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her foreign balance by Imperial Preference, and various 
bilateral treaties, India is calmly asked to sit tight till 
the n'storation of her normal favourable balance with 
foreign (iountrics. If times are abnormal to-day apparent- 
ly they arc going to be normal to-morrow. Hence, a i)oli(iy 
of drift is justified. The next moment, however, we are 
told that such ‘normalcy’ for India at any rate can not 
be restored, as foreign countries are becoming more and 
more self-sullicient, and us they have already entered 
into bilateral pacts with otiicr raw-matcrinl-i>rodueing 
countries. One should like to know why India cun not 
enter into a bilateral agreement with Germany, when 
Egypt, Brazil and Argentine liave already done so. Again 
if ‘(ixehange* control has not prevented the functioning of 
fdearing agreements between Germany and the other 
conntri(!s mentioned above, why should it act as an insur- 
mountable stumbling block on the way of an Indo-Gcrraan 
pact ? 

But the most interesting part of the Agreement is the 
Government’s solicitude for Indian indn.stries which might 
be thi’eatencd by concessions gi'anted to foreign countries. 
Obviously the Government must believe that concessions, 
however great and far-reaching, emlwdicd in the Imperial 
Preference Scheme, and the Indo-British trade agreement, 
can not but have a salutary effect on Indian industries as 
John Bull is the recipient, but concessions, however 
limited and narrow in their scoiie, can not fail to hamper 
the same Indian industries, when the recipient is a foreig- 
ner. So in the official logic, it is the nationality of the 
* recipient that determines whether a given concession is 
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going to be constructive or destructive. Well might 
Aristotle take note of this ! 

The truth is that the Government of India knows 
thoroughly well that bilateral agreements, however bene- 
ficial to India, can not be concluded except at the expense 
of the United Kingdom. India can not secure a concession 
in a foreign country without making rccitirocal concessions 
in her own country. It is precisely on this i)oint of a 
quid pro quo that the Government exiHiriences its diffi- 
culty. I'here is hardly any im[X)rtant item of our foreign 
imiwrt trade on which Britain has not already secured, 
through various euphemistic pacts and agreements, 
substantial preferential concessions in the Indian market. 
Hence couccssious can be given to foreigners iwimarily at 
Britain’s exfiense. This is the solid reason, though un- 
mentioned in the official apology, why the Government has 
not thought it fit to {U'escribe bilateral i)acts for India. Y et, 
it is precisely for this reason that India must contemplate 
the conclusion of bilateral pacts, if thereby her commercial 
prosperity can be advanced. We must seanre a foreign 
market for those goods of which Britain takes the the least 
and foreigners took the most in pre-Ottawa days and for 
that privilege we must give to the foreigner concessions in 
our own market regarding those goods in which they ace 
interested, at the expense, if necessary, of a part or whole of 
the British exports of identical goods, provided our own 
domestic industries do not sufifer thereby. This consti- 
tutes the natural and perfectly healthy lines along which 
bilateral agreements may be negotiated. 



CHAITER XX 

INDIAN CURRENCY AND EXCHANGE 

Early History of Indian Currency 

The ancient Hindu kings were very mtich fond of gold 
coina Ixuiring their own inscriptions and aonictimca some 
symbols or mottos of their own rule. Particularly when a 
new monarch established himself by riglit of concpiest on 
a new throne, the earliest royal act was to strike coins in 
his own name and to circulate them among the ]mblic. 
As India, exeept oti rare occasions, always consisted of a 
number of principalities and states, a large number of 
gold coina, varying both in their gold content and degrees 
of fineness, circulated at the same time in the different 
parts of the country. 

In tlie Moghul days, both gold inohur and silver rupees 
were generally recognised as legal tender, and although 
there was no fixed ratio between them, both bore a fixed 
relation to the dam, tlic copjwr coin of the Moghul Empire. 
In south India, whicli never came completely within the 
grasp of the Great Moghuls, there were usually gold coins 
particularly in the different Hindu kingdoms. 

After the death of Aurangzeb, when India was thrown 
into groat political chaos, naturally an extra-ordinarily 
large number of small states sprang up everywhere, each 
claiming a coin of its own, with the result that about the 
middle of the l8th century there were in India some 994 
coins, both gold and silver, varying in different degrees of 
weight and fineness. Naturally, this bewildering multi- 
plicity of coins presented serious obstacles to the flow of 



INDIAX CURIIBNCT AND EXCHANGE 


503 


trade, both internal and foreign, which these troublosoQie, 
times otherwise permitted. There was no such thing as 
general acceptability of coins. People had to test every 
coin before they could accept it on pain of b<‘ing cheated 
by their clients. 

History of Indian currency in the 
nineteenth century. ■ 

The history of Indian currency in the lOth century 
'can easily b<^ divided into the following four well-marked 
IS'riods : 

( a) 1800-1835 — Attc'.m|)t at unification. 

■(b) 1835-1874 — Period of exix'riments. 

■(c) 1874-1893 — Period of currency depreciation, 

(d) 1893-1900 — Abandonment of silver Motjometal- 
lism. 

(a) First Period : 

Up to the second half of tlie 19th century, bimetallism 
was the fashionable monetary standard in Europe!. 
Under it, both gold and silver coins circulated side by 
•side and there was a fixed ratio between the two, the 
most nsual ratio being 1:16, The East India Company 
was thus naturally influenced by the pnivalcnt European 
notions and made efforts after efforts to introduce bime- 
tallism into its own territories, but they all failed as the 
official ratio could not be maintained owing to the over- 
valuation of gold in the market and its under- valuation 
in the . Mint. The East India Company thus had to fall 
Jback upon silver, though the circulation of gold coins was 
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(mcouragitd, while no further attempt was made to main - 
tain any particular ratio. 

In ISIH, iti the Madraa Presidency the silver ruix*c of 
ISO tirains, ll/12th fine was adopted as the legal tender,, 
though the gold Pagoda could be issued and received by 
the Government if the laddic wanted or offered it, at such 
rates as might be d(>termined by a proidaination from time 
to time. 

Ill IS2,‘5, the Hombay Presidency followed Madras by 
adopting the latter’s rniK'c of 181S and finally in 1835 the 
the same silver coin w’us di'elared to be the sole legal ten- 
der throughout the teiritories of the Kast India (’ompany. 
Thus, after some abortive e.\|K>riment8 with bimetallism, ■ 
India was committed to silver monometallism with the 
usual facility of free* coinage, which standatHl lasted up to ■ 
18»»3. 


(b) Second period. 

Although the silver rtuice was adopted in 1835 as the 
sole legal tender throughout the territories of the East 
India Comiiany, the experiment with gold circulation by no- 
means censed. The currency Act of 1^35, for instance, . 
authorized the coinage of gold mohurs and of other gold 
piece's, if rtiquired by the public. In 1841 the Company’s 
Government went even further and it was notified that 
gold Mohurs would be accepted in payment of public 
dues at the rate of 1:15. The Australian and Californian 
gold discoveries of 1848 and 1849, however, led to a huge 
increase in the supply of gold with the consequent fall in > 
its price. Gold thus became over-valned in the Mint, . 
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and, according to Gresliain’a law, it displaced silver. The 
Government was faced with a contimious stniin on its^ 
budget from which it could escaiie ultimately only by the- 
dcinonetisatioii of gold. But the demonetization of gold, 
though it saved the Government from one crisis, was by 
no means an unmi.\ed blesssing. There was a great strin- 
gency of money in the market, as tlie su|)ply of silver was 
falling while the public demand for money was incTeasing, 
The monetary scarcity was furtlier inttuisificd by the- 
diversion of silver to non-monetary uses. Bcsidcfs, tli(;ro 
was no credit system on any considerable sc.iile in those 
days, which might have offset to some c.vtent the effficts 
of a currency famine. Accordingly, some of the mercan- 
tile iKsople resorted to gold ingots, of a particular weight 
and shape, which they used as media of exchange. On 
the other hand, a hiigo clamour was raised by the various 
Chambers of Commerce, demanding the immediate estab- 
lishment of the gold standanl, a demand whicit wa.s- all 
the more strengthened by the large imi»ortation of gold' 
into India by way of payment for our huge cotton cxiwrts,. 
following the American cotton famine during the sixties. 
In response to insistent public demand, the Government 
agreed in November 1S64 to receive sovereigns and half 
sovereigns in payment of public dues and to offer the same- 
to its creditors at the rates of 1:10 and 1:5 rcs|)cctivc)y.. 
The ratios were slightly altered in 1868, so that the new 
ratios were I.-IOI and 1:5-] respectively. 

Meanwhile the MansBeld Commission had been set up' 
to examine the whole problem of Indian currency. Tbe- 
Commission favoured the establishment of a currency; 
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standard based on gold and silver. It also recommended 
that gold coins valued at 15, 10, and 5 rui)ee8 should be 
introduced and iwpnlarisod in the country. But no action 
was taken by the Government on tlie Reiiort of the Mans- 
field Commission. Lastly, in 1872 Sir Richard Temple 
submitted a Not(' to the Government demanding the 
establislimcMit of a gold standard in India, but again to no 
•effect. Thus the [Kiriod of exiMjriments ended with no 
substantial results. 

{c) The Third Period. (1874-1896). 

From 1878 onwards, the international status of silver 
became seriously affected whicli did not fail to have 
serious rciK'rcussions upon Indian mirrency and exchange. 
We have already refern^d to the great Australian and 
Californian gold discoveries during th<i later forties whicli 
lai'gely increased the w'orld’s total stock of gold. As 
Fngland had already adopted the gold standard after 
the close of the Naiwleonic wars, Germany under Bismarck 
wanted to signalise her victory in the Franco- Ihrussian 
war by adopting the gold standard. The French war 
indemnities whicli were paid largely in gold, owing to the 
easy availability of gold, were of great assistance to Ger- 
many for the fulfilment of her monetary aspirations. In 
1873, therefore, Germany abandoned bimetallism in favour 
of gold standard. Germany’s example was soon followed by 
Nomny, Sweden and Denmark. The Latin union was the 
last refuge of bimetallism in Europe ; but the growing 
strain proved to be too much even for the Latin Union. 
Accordingly, silver was demonetized even in the Latin 
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Union. The rapid fall in the world value of silver which 
followed the abandonment of bimetallism in Europe 
naturally a£recte<l tiie status of silver all tlte world over. 
The U. S. A. repealed the Sherman Act absolviiiR the 
American Treasury of its obligations to buy silver for 
monetaiy purposes. The last nail was thus liit on tlie 
coffin of international bimetidlism. 

In India, the progressive fall in the value of silver 
which began from 1873 had its natural repercussions 
upon Indian currency and exchange. The deiireciating 
exchange naturally affected both the European traders 
and the Government’s budget. Once more a great clamour 
was raised, demanding the closure of the Indian Mint 
to the free coinage of silver and the establishment of a 
gold currency standard. But once more the Government 
of India remained adamant on the ground of certain 
practical difficulties. The continuous strain, liowever, 
proved ultimately too much for the Government of India. 
An official representation was thus made to the Secretary 
of State for India for the abandonment of sijver monO' 
metallism. But the India Secretary could not sec his way 
to any compliance with the Government of India’s 
request. 

-(d) The Fourth period. (1893>190l)). 

While the Government of India followed a iwlicy of 
'"splendid inactivity” the situation of the Indian rupee 
continued to deteriorate progressively. The repeal of the 
.Sherman Act in the U. S. A. was followed by the summon' 
ing of an International Monetary Conference which, how* 
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ever failod to arrivf* at any decisions. Mcanwliile the 
Her.schcll (Committee had been apjiointed in India in 1892 to< 
consider the currency and exchange situation of the coun- 
try and to reconinicnd pro|)er remedial measures. The com- 
mittee recomiTumdcd tlie immediate closure of the Indian. 
Mint to the free coinage (*f silver, the continuation of the 
ruiKjc', now to become a taken coin, as an unlimited legal 
tender, tlie partial circ-ulation of gold coins in the transi- 
tional period and tlie ultimate establishment of a full- 
fledg(>d gold standard in India. 

The Government of India for once accepted the reco- 
mmendations of the Flerschcll Committee and the Currency 
Act of 18!);} clos((d the Iiuliaii Mint to the free coinage of 
silver, wliile. the Indian rupee was retained as an 
unlimited legal tender. At the .same time, adminustrative 
Notifications were issued whereby the Government agreed, 
to ac-cept in i)ayment of public dues sovereigns and half 
sovereigns at tlie rate of Is.ld. to the ruiiee, and to issue 
rupees and notes against sovereigns and half sovereigns 
at the same. rate. 

The action taken in 1893 was avowedly opiiortunistic 
and transitional but it served its purixise. Exchange began 
to rise gradually until the ratio of Is. 4d. ixsr rupee was- 
reached at which rate Indian i>riccs were apparently adjus- 
ted to world prices. The immediate problem being success- 
fully solved, the Government appointed the Fowler- 
Committee in 1898 to make final recommendations as 
regards India’s currency system. The Committee virtually 
recommended the continuation of the then existing Gold 
Exchange standard as a transitional measure with a view to- 
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'the ultimate establishment of a full-fledged gold standard 
based on the free outflow and inflow of gold. The rccom- 
-mendations of the Fowler Committee w<‘r<! accepted almost 
in their entirety by the Government of India, though, as 
we shall see later on, tlie oflicial enthusiasm for the 
ultimate objective of the Fowler Committee, as of other 
previous committees and commissions, was destined to 
cool down after some time. 

Before passing on to the study of onr currency history 
in the 20th centurj', we shall now i)anse to analyse the 
main factors which led to tlw* abandonment of silver 
monometallism in 1893 as well as the principal effects of 
such a decisiytTcievelopmcnt. 



lonomic effects of depreciation in the 
value of the rupee. 


(a) Strain on the Government of India. 

The progressive deterioration in tlie exchange value 
•of the ruiiee put a severe strain o n the finances of the 
Government of India which had to dis charge c(!rtain fi.xed 
"a nnual sterling olSligatious k nown as t he Home C'/tmwa . 
As exchange began to fall, the Government I'cquirod 
increasing quantities of ruiiees to purchase equivalent 
sterling, which meant either increased taxation or an 
unbalancing of the Government’s budget or both. As 
•Sir David Barbour, India’s Finance Member during 1888- 
1893 pointed out. even if exchange fell by a single penny, 
ithe Government’s deficit would increase by more than 
Ks. 3 crores. Thus the Government’s finances were entirely 
at the mercy of the exchange. 
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(b) Effects on the people of India. 

Tim fall in the gold value of the rupee affcctcHl the- 
IKjople of India in diverse ways. 

In the first place, a s tax-payers , the people suffered ou 
on the whole. As the Government increased tlie rates of 
taxes for balnnuing its budget, which was pcri)etually 
uiwet by tlie Falling exithango, the iwople naturally suffer- 
ed. On the oth(!r hand, it may be observed that tin; actual 
suffering of the pco|»le could not increase, in as much as 
rupee in'iccs were .steadiiy I’i.sing in India and as such in- 
creased money i)ayments by way of taxation did not repre- 
sent increased sacrifice in terms of commodities and servi- 
ces. But this ai'guiuent assumed an c.xact correspondence 
between the fall in the gold value of silver and the fall 
in the internal pucchasing iwwer of the rupee, a coires- 
pondeuc,e which c(»uld hardly take place; without some 
time-lag. lienee, tlicre might be some sufferings in the 
short imriod, and as the rui)ee continued to depreciate 
over a long i)eriod, this maladjustment must liave conti- 
nued increasingly to iwevail all the time. 

Moreover, while there was a net increase in the tax 
burden, iwople who paid fixed revenues to the state, such 
as land-lords in the ixaunanently settled areas, gained at 
the eximnse of the rest of the oommuuity. 

Secomlly, as producers and expo^rs, the Indian people- 
gained, as the same amount of sterling in London meant, 
more niiiees in India. But this advantage to Indian 
exporters could last so long as the purchasing, power of the 
rupee in India fell less than the gold value qf silver. . ;As> 
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adjustment was bound to take place in the long rnn< 
between the internal and external purohnaing ix>wer of the 
rui>ee, this bounty upon Indian exports could only be- 
short-lived. 

On the other liand, however, the [tidian iwoplc wore 
losers as imp orters, as they had to pay more in rupees to • 
purchase ciiuivalent sterling in London. Theoretically, 
therefore, tliore should have been some cluntk to our 
importers during this period. As a matter of fact, how* 
ever, our im[X)rts also increased in (piantity. The explana- 
tion ot this paradox is to be found in the fact that during 
this iKjriod the gold price of commodities was falling even 
more rapidly tluin the gold value of silver, so that on 
balance it paid India to im|)ort foreign goods. Neveiilu!- 
less, thougii our actual im!)ortH did not diinininish and 
<!Von somewhat increased- our potential inii)orts would have 
been much greater, if we had been on tho gold standard. 
Hence we also suffered as importers on ae-connt of our 
adherence to the silver standard which inrevcnted us from 
reaping the full advantage of cheaper commodity prices 
in the gold standard countries of the world. 

(c) Effects on Europeans. 

The era of depreciating exchange adversely affected 
the different classes of Europeans interested in India. It 
restricted the flow of European capital into India , as 
European capitalists did not know how much they would 
receive back from India in payment of interest and 
principal in terms of sterling. European exporters suffered 
as the same amount of rupees in India meant lesser 
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lunomit of sterling in Ijotulon. This disadvantage, 
however, was partly offset by rising rupee iwices in India. 
Lastly, European officials 3 »d VnsinpHainAii in India 
suffered as they had to pay more ruiwes in India to pur- 
chase equivalent sterling in London which they rc(iuired 
for making payments to their families in London. The 
prosiKjct of bringing a large fortune with them to England 
•on their retirement also became dark on account of the 
.deinvciating Indian (ixchangc. 

The abandonment of silver monometallism 
and after. 

The abandonment of silver mono-metallism in 1^93, 
and tlic retention at the same time of the Indian ru|)ee as 
! the sole unlimited legal tender throughout India led to 
highly int(!rest)ng developments of the Indiait currettcy. 
The rupee bcu'ame a standard token currency, a sort of 
note printed uikui silver, whose face value was much 
greater than its metallic value. Obviotisly, there was an 
. element of opportunistic compromise in the Government’s 
immediate |)olicy. What the Government wanted was ex- 
. ternal stability of tlie value of the rui)ee. The experience 
of the last three decades has demonstrated beyond all 
IKMsiblity of doubt that external stability could not be 
achieved SO long as India was wedded to silver. Hence, 
theOovernment was determined to stop the free coinage 
of the rupee for all time and its fresh coinage indefinitely, 

I. until its value rose up sufficiently for the restoration of the 
■ old normal ratio between the rupee and the sterling. This 
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wns the immediate programme and this* in:'(^amme was 
more or leas fulfilled in a few years’ time. 

Once, however, the impending crisis was averted, s|)e- 
•culatioii became rife aa regards the future line of conduct. 
Schemes after schemes were drawn up, some of which 
•deserve consideration. In this connection, we shall refer 
briefly to the throe schemes drawn *ip by the Government 
•of India, by Mr. Lindsay, Deputy Secretary aiurTreasurer 
•of the Bank of Bengal, and by Mr. Hardy, Secretary and 
Treasurer of the Bank of Bengal rcsiwctivcly. 

The scheme of the Government of India. 

The Government of India seems to have definitely dnei- 
,ded that the ultimate objective for India should be the 
full-fledged gold standard. At the same time, the Govern- 
ment was impressed by the difficulty of securing the neces- 
sary (piantity of gold which the establishment of a gold 
standard required. Accordingly, the Government made 
the following suggestions : — 

(a) Ijoans should be raised in London and a part of 
-tlie money received should be brought back to India in the 
shape of gold. 

(b) A certain number of rupees should be melted in 
•order to contract the volume of currency with a view to 
raising its value to la. 4d, 

(e) The silver bullion thus received from melting 
.rupees should be sold for gold and the gold thus received 
should be added to the gold reserve for the ultimate 
•establishment of the gold standard. 

33 
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(il) The Goverament should never part with its gold'' 
until the exchange value of the rupee rises up to If. 4d. 

The recommendations of the Government of India are 
clearly based on the central conception that the contrac- 
tion in till' volume of currency was the necessary condition 
for a rise in the exchange. But the Fowler Committe did 
not agree with this view and it maintained that the rise 
in e.xchange was duo to more ^‘complicated and obscure 
causes.’' Th(! Committee further maintained that currency 
contraction would lead to great currency stringency which 
would raise much oi)positi<)n from the commercial classes. 
Although we agree with the view of the Fowler Committee 
tliat curren !y contraction would lead to monetary string- 
ency, we do not umlerstand why it should not also be a 
powerful fat’.tor for raising the rate of c.xchange, although 
we admit that there miglit be other forces as well. 

The Lindsay Scheme, 

The Lindsay Scliemo, though summarily rejected by 
the Fowler Committee, is highly interesting because it is 
the first systematic formulation of the gold e.xchange 
standard whieli was later on officially adopted by the 
Government of India. 

The Scheme pro(K>scd that the rupee should always 
remain tho legal tender in India, while sterling should be 
available in London against rupees in India at the rate 
of ls.3-M< Similarly, rupees should be available in India 
to an unlimited extent against the supply of sterling in 
London at the rate of l8.4^d. per rupee. This exchange- 
facility, however, should not be- given to any applicant,, 
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unless he offered at least £1000 in London or Rs. 15,000 in 
India. 

The Scheme thus contemplated the maintenance of a 
gold reserve in London and a silver reserve in India. The 
gold reserve could Ix^ secured by floating a Iong-i)criod 
loan in the London money market, while tlie silver reserve 
could easily bt! provided out of the Government’s own 
vast silver resources in India. In case, however, too much 
sterling drafts were drawn and tlie ru[)ee reserves of the 
Government of India became depleted, a part of the gold 
accumulated in London could be utilised for purchasing 
silver, which silver would be brought back to India for 
the purpose of fresh coinage of ru|>ccK. On the other hand 
if the gold resci*ve in London b<>,came depleted by the 
supply of too many ru|)ce drafts, some portion of the 
accumulated rut)ces might be melted into silver and then 
the silver might be exported to London, there to be sold 
for gold. The gold so accpiired might be put into the gold 
reserve in London, 

Thus the scheme proposed to complete the process 
which began to oiierate since 1893. The Currency Act of 
1893 was designed to prevent the rise in the value of the 
rupee above l.«. 4d. as sterling drafts could be sold to an 
unlimited extent in London against the supply of rupees 
in India. As the increased demand for rupees in Ix>ndon 
would be accompanied by an increased supply of rupees 
in ludia the value of the rupee would not rise much 
above the parity rate. Now the Lindsay scheme wanted 
the Government to supply an unlimited quantity of 
sterling in London against the offer of rupees in India. 
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Thin contingency would arise whenever India had an 
unfavourable balance of account. Unless the Govern- 
ment of India ance[>ted such an obligation, there would 
b($ no guarantee against a fall in the exchange value of 
the ruixje, whenever India had an unfavourable balance. 

The Fowler Committee however, rejected the scheme 
on- the ground that it would check the flow of Britisli 
capital into India and that under it India’s Gold Standard 
would rest upon the in’ccarious basis of a few millions of 
stc'riing in London while the Government’s obligation to 
.supply sterling in Tjondon against ruiwes in India would 
be unlimited. 

Scheme for the restoration of Silver. 

Lastly, wc might refer to an influential body of opinion 
held by Mr Hardy, Treasurer and Secretary of the Bank 
of Bengal ; Mr J. Westland, the Controller and Auditor 
General and Mr. David Barbour, Secretary (finance and 
commerce) to the Government of India, who were 
strenuously opimscd to the abandonment of silver in 
favour of gold. The last two gentlemen, however, changed 
their mind, once the closure of the Mint to the free 
emnage of silver, became an accomplished fact. 

The arguments advanced in favour of this view may 
be briefly summarised ns follows : 

India has not much to gain from a Gold Standard, 
while she might lose much on account of her abandonment 
of silver. Depreciating exchange affects only the 
Government of India and those Europeans who want to 
settle in England after leaving India where they have 
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earned their all. Even as regards tlic Government, ithe 
loss is more apparent than real. As our sterling obliga- 
tions are normally paid out of our export surplus, our 
facilities for paying them dei)cnd more uixm the 
gold prices of our exports than upon the rate of 
our exchange. If the Government has to set apart a 
larger quantity of rui)ccs to purchase the necessary 
amount of sterling, it can cither resort to increased 
taxation or curtail its exix>nditure for tliat puriwsc, 
without doing much harm to the Indian iwople as a whole. 
The loss to the Europeans, both officials and non-officials, 
may be real, but for that they arc mainly responsible. 
There would not have been any loss to them, if they 
regarded India as their permanent home, la any case, 
the Government has no right to make a fundamental 
alteration in the standard of value in the interest of a 
very small and mici-oscopic European minority residing 
in India. 

Recommendations of the Fowler Committee. 

The Fowler Committee, as have already 'observed, was 
ultimately appointed in 1898 to coiioidcr the various 
schemes submitted by different authorities in India and 
to make its own recommendations. We have already 
noted the reasons which led the Fowler Committee to re- 
ject all those schemes. We now summarise the (iriacifial 
recommendations of the Fowler Committee. 

The Fowler Committee was in favour of the establish* 
meat of a full-fledged gold standard in India, and with 
that objective in view, it made the followitqs proposals : 
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(1) The Indian Mints, while closed to the fresh 
coinage of rupees until the exchange rises to ls.4d. 
should be thrown open to the coinage of gold sovereigns 
and half-sovereigns. 

(2) The exchange was to be established at Is. id. iier 
niiKie. 

(3) The rnixie might continue to be the unlimited 
legal tender in India as long us the i>rinciple of limitation 
of issue was adhered to. 

(4) The Government should undertake to give rupees 
against sterling but not sterling against rupees, as in the 
latter case the Government might be faced with a sudden 
demand for gold, which it might not be in a position to 
supply, except by fresh loans in the London money market 
raised at a high rate. 

(i)) The profits, arising ont of any future coinage of 
rupees, should be set aiiart to constitute a gold fund, 
known as '"Gold Standard Reserve”, which was to be 
ntilised in future for the establishment of a full-fledged 
gold currency system. 

(fi) Lastly, although the Government should not give 
any definite undertaking to convert riniees into sterling, it 
should try to make gold available for external pnriwses 
whenever possible. 

Currency History. (1900-1913). 

The first re-action of the Government of India to the 
recommendations of the Fowler Committee was almost 
wholly favourable. Sovereigns and half-sovereigns were 
declared to be legal tender throughout India and a Gold 
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'Standard Reserve was formed in 1900 out of the profits of 
fresh coinage of rnpees. Negotiations were also begun 
for the establishment of a gold mint in India, though they 
proved to be unsuccessful owing to the opi)osition of the 
British Treasury. 

Before long, however, the Government jwlicy began to 
deviate from the lines indicated by the Fowler Committee. 
The Committee had recommended that no fresli coinage 
of rni)ces should be undertaken until the proportion of 
gold coins in the Indian Currency system had exceeded 
the recpiirements of the public. The Government, however, 
after making a brief and half-heaitcd atkunpt to induce 
the circulation of gold coins, resorted to fresh silver coinage 
in order to relieve the growing monetary stringency, offer- 
ing the unconvincing reason that Indians disliked gold. As 
Dr. Cannan put it, “that position has been maintained, not 
because Indians dislike gold, but because Euroi)eans like 
it so well that they can not bear to part with any of it.” 

In any case, coinage of ruiwes on a fairly large scale 
was undertaken in 1900. The nec-essary silver was 
purchased in London out of the gold section of the Paper 
Currency Reserve in London. 

Secondly, the original purposes for which the Paper 
Currency Reserve and the Gold Standard Reserve were 
created, came to be gradually lost sight of. The purpose of 
the paper currency reserve was to serve as a security for 
the convertibility of notes. The purix>se of the Gold 
standard reserve was, as we have seen, to serve as a nu- 
cleus of gold reserves for the ultimate establishment of a 
gold standard in India. Both the reserves should have 
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been louut(;d in India. But as a matter of fact, by various-’ 
administrative Acts, both came to be utilised for all con- 
cciivable piu’iwses. 

Policy as regards the Paper Currency Reserve. 

The Paper (hirreney reserve, instead of being kei)t 
purely in the shape of rtiiwes or silver in India, came to 
be increasingly kept in the shape of gold or gold securities 
in London to be utilised for the follotritig ptirposes : 

In the first plarr, wliencver there was an unfavourable 
balance of trade for India or our usual favourable surplus- 
balance became reduced in quantity, it became imiX).oaiblc 
or disadvantagc'ous to sell ('ouncil Bills for securing the 
payment of tlie Home Charges. In such circumstances, 
tlie Secretary of State for India used tlni gold in the paper 
currency reserve for his own expenses, while an ecjui- 
valont amount of rupees would be transferred to the silver 
braiicli of the paper cummey reserve in India. 

Seronilln, the Secretary of State for India sold Council’ 
Bills in excess of his own requirements, whenever there 
was a large suri>lus to India’s credit in order to (nrevent 
shipments of gold to India. By selling Council Bills, the - 
Secretary of State interrupted the flow froni Ijondon of 
gold that was India’s due for the puriJose of ineoriioration • 
in the gold brancii of the Paiwr CuiTency Reserve in - 
London, while Indians would be paid in notes apparently 
to be backed by gold reseve in far-away London. 

Lastly, whenever the necessity arose, gold was takent 
out of the Pa[)cr Currency Reserve in London for purchas- 
ing silver bullion which was sent out to India for coinage- 
purposes. 
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Tlie manifold imrpoaes to which the Indian Pai)er 
Currency Reserve was devoted, clearly ilhistnitc the un- 
scrnpulonsness of the methods employed by onr rulers in 
the manasiemont of our currency system. The only legiti- 
mate objective of the Pajxir Currency Reserve was to • 
secure the convertibility of the rui)ee notes in all circums- 
tances. But the Governmtmt manipulated our reserve in 
a manner that was least likely to maiutaiii the converti- 
bility of our notes in an emergency, and most likely to 
place our gold at the disixwal of the liondon money market 
at the exi)ense of India. 

Policy at regards the Gold Standard Reserve. 

If the policy pursued as regards the Pafwr Currency 
Reserve dciwrted in almost every resjiect from the origi- 
nal intentions, the fate of the Gold Standard Reserve was 
hardly better. That Reserve, as we have already seen, 
was constituted out of the profits of coinage in 1!)00, 
according to the recommendations of the I'owler Com- 
mittee. It was to con.sist of gold, to be located in India, 
to serve as a nucleus for increasing stocks 'of gold on the 
basis of which a full-fledged gold standard was to be es- 
tablished in India. 

The Secretary of State for India, however, by various 
administrative Acts, completely revolutionised the nature 
of the Reserve. In the first place, he decided that the - 
Gold Standard Reserve should be located in London and 
invested in sterling securities. The method by which this 
transmission of gold from India to London was effected 
was the withdrawal of gold from the Paper Currency.' 
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Reserve ia liOndon aad fresh coinage of ruixses in India 

• out of the profits of coinage which were accredited to the 
Indian branch of the Paiwr Currency Reserve. Thus, the 

• dual purposes of strengthening the silver branch of the 
Paiwr Currency Reserve and of transferring the Gold 
Standard Reserve to r./ondon were accomplished by a 
single stroke. 

I« 190(>, the Government went a step further when it 
announced the (creation of a silver branch of the Gold 
Standanl Reserve, to Ik* located in India. The pur|x>se of 
the Government was to ensure the supply of an unlimited 

• cpiantity of ru|)ee.s in India against the supply of sterling 
iin London. It was api)arently considered that the silver 
branch of the Indian Paper Currency Reserve or the 

• Government of India’s Treasury balances were inadequate 
for this puriwse. Thus the Gold Standard Reserve became 
a sort of secoiularif reserve for the purpose of maintaining 
the artificial rupee-sterling exchange. 

Thirdly, in order to prevent effectively any shipment 

• of gold to India, the Secretary of State for India began to 
•offer Telegraphic Transfers against sovereigns in transit 
from Egypt and Australia to India, the rate being between 
l.v. 4f/. and Is. Aa^d., the price of l.s. 4ld. not being found 
to be prohibitive of all gold exports to India, in order to 
induce the deversion of gold from India to London. 

Lastly, and to crown all, following the recommendation 
of the Mackay Committee on Indian Railway Finance* 
(1907) the Secretary of State decided to spend on Railways 
one-half of the profits of coinage until the Gold Standard 
Reserve came up to £20 miUious. This action on the part 
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•of the India Secretary even exceeded the zeal of the 
Mackay Committee which recommended the expenditure 
of only a million soverci^ins out of the profits of coinage 
and was directly against the opinion of the Government of 
India which condemned such diversion until the Reserve 
rose up to i20 millions. 

Thus, the Gold Standard Reserve, like the Paper 
• Currency Reserve, lost its original character as a result 
of a series of improvisations. It came to lx; variously 
utilised I'or supporting the exchange, for preventing the 
inflow of gold into Indui, for adding to the stock of gold in 
the Bank of England, and lastly even for iinaneiug the 
construction of Indian Railways. Moreov(‘r, about I90(i- 
1907, there was hardly any appreciable distinction Ixftwecn 
the Paper Currency Reserve and the Gold Standard Re- 
serve. Both constituted a sort of joint fiiiul whicii, toge- 
ther with the balances of the Government of India and of 
the Secretary of State for India, <!ame to be utilised for all 
conceivable purposes. The retetdion of the separate in- 
dividual designations for the two funds was therefore not 
only meaningless but positively harmful to a proiwr under- 
standing of their actual nature. 

Tbe crisis of 1907 — 8. 

Up to 1907, this make-shift arrangement worked 
merrily from the official point of view. Every year, India 
had a favourable balance of accounts which gave the 
Oovemment a golden opportunity not only to maintain 
a stable rate of exchange, but to add to the stock of gold 
in the London branches of tbe Indian Paper Currency 
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ResiTve and the Gold Standard Reserve, while India was- 
ii|>|>Hrcntly satisfied with increased ownership either of 
rupee notes which could hardly be converted in case of a 
liiviie scale demand or of rupee coins which were little • 
better than notes [ffinted on silver, there being a huge • 
differeiHJo between their face value and their metallic 
valiK'. 

During 1907-8, however, there was a sudden set-back 
to this continuous tide of prosperity owing to crop failure • 
at home and a general recession abroad. The result was a 
huge shrinkage of our exports which made India a net 
debtor. There was a great demand for sterling in India 
and the Exch.ange Banks urged the sale of telegraphic 
transfers on Dondoii. The Government of India at first 
refused to accept that proposal, although it expressed its 
willingness to imil; with gold (not more than £10,000 on 
any one day to any .single individual) from the Paper • 
CuiT(!ncy R<‘s<?rvc. As the situation, however, could not 
be controlled, the Sccretaiy of State urged the Govern- 
ment of India to issue Telegraphic Transfer or Reverse • 
Council on London at the rate of Is. 3|Sd. iwr rupee. 
The Secretary of State met this demand for sterling by 
utilising the gold and gold securities of the Paper ' 
Currency Reserve and Gold Standard Reserve in London, 
and ultimately by raising a sterling loan of £4 b millions. 
Thus, in a single adverse year, the Government not only 
lost a large iiart of its Gold Reserves, but also waa • 
saddled with a fresh debt of £48 millions. In the follow- 
ing year, however, there was a Lavourable balance of pay- • 
ments and the Government breathed a heavy sigh of relief. 
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1907*8 to 1912-13. 

The criais of 1907-8, while it involved a heavy strain 
•on the Government’s resources is, however, resixnisible 
for an important development in the direction of the Gold 
Exchange Standard towards which India had been moving 
almost unawares and inspite of herself since 1898. The 
precedent of giving rupees in India to an unlimite<l extent 
against sovereigns in London had been set fairly l8ng 
while ago by the Secretary of State himself. This 
provided that the exchange could not rise alwve Is. 4 ( 1 . 

• or thereabouts per ruixie. But it was also necessary to 
provide means for preventing exchange from falling Ix'low 

4 ( 1 . or thereabouts. That was done when the sale of 
Reverse Councils on London was .advised by the Secretary 
-of State for India. 

At the same time, however, it was not till the publica- 
tion of the Rciwrt of the Chamberlain C'ommi.ssion in 1914, 
'that there was any conscious and deliberate adoption of 
the full-fledged Gold Exchange Standard. Till then, the 
Government contented itself, by taking administrative 
remedial measures whenever some new situation arose 
imperilling the maintenance of the rui>ee-Hterliiig ratio. 
The system, as a whole, docs not aptwar to have been 
studied in full details, nor is there any indication of all the 
•essentials of the Standard having been clearly understood 
by the Government. For instance, even after 1907-8 gold 
circulation in the Indian Currency system not only existed 
'to some extent, but was even encouraged. Again, there 
■was no uniformity of practice regarding the location of the 
•Gold Reserve. 
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The crisis of 1907-8 was, as wo have seen, responsible- 
for a large depletion of the gold reserves of the Govern- 
ment. Hence, the Government was impressed with the 
necessity of increasing the stock of gold in the Gold Stan- 
dard Kesttrve with the utmost rapidity. In 1909, they 
recommended to the Secretary of State that there should 
not be any division of the profits of coinage to the Railway 
fund until the Gold Standard Reserve reached the figure- 
of .12.0 millions. The Government also recommended that 
reserves should be kept in a more liquid form in view of 
the Fact that st(>rling securities hud to be sold at a highly 
depreciated price during the crisis of 1907-8. 

The Secretary of state, however decided that the 
total stock of gold in the Pa|H!r Currency and Gold 
Standard Reserves' sliould reach .125 millions and not the 
Gold Standard Re.scrve alone ; and further, that only Jll 
million should be kept in liquid form, being kept invested 
in short-|)uriod loans on approved securities to approved 
borrowers. 

It was only in 1912 that the Secretary of State thought 
it proiwr to defei to the wishes of the Government of India 
and decidiHi that k 25 millions should be the minimum- 
standard for the Gold Standard Reserve out of which £5- 
millions should be kept in an absolutely liquid form. 

The recommendations of the Chamberlain 
Commission. 

The wide departures of actual Government practice* 
from the recommendations of the f'owler Committee and 
the Government’s own professed intentions to implement. 
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the same, uaturally came in for severe public criticisms. . 
Hence the Government was ixirsuadcd to appoint a 
Currency Commission with Mr. (afterwards Sir) Austeui' 
Chamberlain as Chairman, for reviewing the whole (wsition-. 
and for making recommendations. The Commission 
submitted its Rc|)ort in 1914. 

Broadly siieaking, the Commission gave its official 
imprimntur to the diverse, make-shift arrangements that 
the Government introduced from time to time in the 
Indiiin Currency system. The main observations and 
recommendatious of the Commission may be summed up 
as follows.’ — 

(i) Stability of o.vchnngc is of the liiglumt imix>rtaneo 
to India. 

(ii) That stability has been virtually secured by the 
policies pursued by the Government since llSllS. The 
crisis of 1907-8 was a severe test of the efficacy of the 
Government policy and that t<‘st was successfully 
encountered. 

(iii) The only difficulty that has been exixjricnced has 
been due to the ignorance betrayed by the Government 
and the Secretary of State as regards their iwoijer 
conduct for working the new standard. The Gold 
Standard Reserve has been generally regarded by the 
Secretary of State as a reserve to fall back upon when 
Council Bills could not be sold for meeting his own etcrling 
obligations, though the actual pnr|K>se of the Reserve was 
to secure the convertibility of rupees into sterling at a 
rate not lower than la. 3jlad. per rupee, whenever exchange 
fell below the specie point. This being the normal. 
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function of tho India’s gold reserve, tliere was no point in 
kcoping any atnount of gold in India proper. Similarly, the 
Government erred in encouraging any circulation of gold 
4n the Indian Currency System. Then fellows the most 
4iotoriouH statement that tite ]X!ople of India neither 

■ desired nor uc(>ded any considerable amount of gold for 
■circulation as currency, and that the currenciy most 
•'generally suitabh! for th<' internal needs of India consisted 
of note's and ruix'es. Another charactersistic ob8()rvation 
of the Commission was that tlie history of the last fifteen 
years eone.luaiv('ly pmv»!d that a gold currency in active 
cire.idation was not an essential condition of the gold 
'Standard which had been lirmly established without this 

■ condition. 

(iv) While' the Government shotdd encourage the use 
of rupees and notes and discourage circul.ation of gold, the 

■' Commission, however, observes that if Indian sentiment 
•.so demands, a gold Mint may be established, or in the 
alternative, refined gold should be available at the Bombay 
' mint against local cun'eucy. 

(v) No limit should be fixed to the amount of gold 
' that may Ik' accumulated in the Gold Standard Reseive. 

For some tinie, therefore, profits of coinage should be 
wholly accredited to that Rosen'e. It is also essential 
that a considerable itortion of the Reserve should remain 
in a liquid form. 

(vi) The Paper Currency Reserve should be utilised 
for its normal functions as a rule. It might be invoked 
for the support of the exchange only in so far as the Gold 
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iStaadartl Reserve may prove to be iiiatle<iiiate for ttiat 
purpose. 

riie ('liamberlain Commission, wliile it earned a good 
deal of notori(!ty for itself, by giving oilieial blessings to 
the nondescript curreney system, brought into existence 
by a series of compromises and patcli-work arrangometits, 
nevertheless rendered some service to India by (>ondeinn- 
ing the reckless nianiUM' in which the Fapc'r CuiTcncy 
Reserve and tlie Gold Standard Reserve W(*rc being 
employed by the Government. The Commission who 
deserves some credit for its frank avowal of a Gold 
Exc.liange Standard as India’s ideal currency standard, 
although its enthusiasm for that ideal induced it grossly to 


misrcprese.irt the Indian sentiment which, it impudently 
declar^, did not want tlie actual circulation of gold coins. 

\^^;;^echani8iii of the Gold Exchange Standard 
in the Pre-war period. 


Before passing on to the comi)lic.'ited developments of our 
<;uncncy and exchange during the war, we now i»ropo8o 
ito give a brief resume'’ of the Gold Exchange Standard 
which virtually came into exi.9tcnce in India since I!^9S. 

(1) The Gold Itlx change Standard, as distinguished 
•from the Gold Standard Proper, requires the use of two 
distinct currencies, one for internal use, and the other for 
'iiUermlioiud purposes. In India, the internal currency 
was the silver rupee which became a token coin since 
1893, when the Indian Mint was closed to the free coinage 
•of silver. But the rupee, though its face value was much 
greater than its metallic value, was the unlimited legal 
34 
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tender throustliont India. Hence, the rupee became the- 
standard token (^oin. But a depreciated and de|)reciatin|^ 
domestic metallic coin cannot ha'^e a Bxed international 
value. HeiiCi! for extern-d purposes, there was sterling or 
gol.l which was available against rupees to an unlimited 
extent, and I'icf', rersa, at the fi.xed rate of Ls. 4d. or 
tlicrealioiits. Ah under a pure gold standard, there is a 
pnr rati' of exrhungr and the two gold ix>ints within which 
th(! actual rate of exchange must lie ; similarly under the 
Sterling Kxcliiingc Standard (which was virtually the Gold 
Exchange Standard in those days, as sterling was as good 
ns gold), the par rate of exchange was the rate of I."?. 4d. 
I)or rupee, while the upper and the lower limits corresix>nd- 
ing to the two gold points were !.<!. 4j./. and Is. 3§|d. 
respectively. 

(2) The Gold Exchange Stand-ird was tlms a managed 
standard. It could exist only so long as the Government 
could fulfil its obligations of giving ccpiivalcnt gold or 
sterling against rui«'03 at a rate not lower than 1.9. 
per rupee, and to an unlimited extent ; and of giving 
rupees against sterling at a rate not higher than 1.9. 4|d. 
per ru(>oc, and that too to an unlimited extent. The 
question is, how did tlie Government siiccoed in doing so ?' 
To answer this is to explain the mechanism of the Gold 
Exchange Standard. 

At this stage, it is well to remember certain basic facts- 
of India’s financial relations with the outside world.- 
Normally, India exports more than she imports, and is- 
thus a net creditor. On the other hand, India has to pay' 
annually a large sum of money known as Home Cbargesi. 
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India’s exports normally i)ay both for her iinix>rts and her 
Home Charges^ leaving some surplus still to her credit, 
Hence, even if we reckon the fjalance of pnymenin rather 
than the balance of trade, there is, in normal circumstan- 
ces, a greater foreign demand for Indian currency than 
the Indian demand for foreign currency or currencies. 
Hence, the normal tendency for the Indian exchange 
is to rise afjore Is. 4d., the par rate. The Govffrnme t’s 
problem, therefore, was to find out ways ami means 
for preventing the rate of our excliange from rising 
above l.s. The steps taken by the Govcrnnient f».)r 

this purpose were as follows : 

i^rst, a declaration that sovereigns and half sovondgns 

would be j ccepted in payment of all Government diu's ; 

Sccondli,, the declaration of tlio Government’s willing- 
ness to give rupees and ruiKse-notos against sovereigns, 
and half-sovereigns at the rate of Is. id. j»er nii)ee ; 

Thirdly, the issue of Council Hills by t!ie Secretary 
of State for India, payable in rui)ecs in Imlia against 
sovereigns in London at a rate not higher than Is. 
4^d. per rni>eo. So far as the last itcmi is concerned, 
we know that originally Council Hills were sold by the 
Secretary of State for India, for securing the payment 
of the Home Charges. Later on, however. Council Hills 
came to be sold indiscriminately and to an uidimited 
extent whenever foreigners were anxious to purchase 
rupees and sometimes even to iiiduc^e India’.s foreign 
debtors not to send gold to India. Council Hills were 
normally purchased by the foreign importers of Indian 
goods, and occasionally by foreign caiatalists who wanted 
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to transfer their cai>ital to India for investment cither in 
rupee loans or in business undertakings in India. The 
foreigners paid sterling in London for purchasing the 
Council Hills and they received ruiJces in India at an 
approximately fi.vcd rate from the Government of India. 
When Council Hills were sold for the fulAImcnt of the 
Government’s sterling obligations, ruiXies were released 
in India out of the Government’s Treasury baliinees. 
When, on the other hand, they were sold for the sui)port 
of the «'xc*hange, ruiwes had to be released either out of 
the ru[H*.e section of the Indian Pa|X‘r Currency Rc.serve 
or out of the silver sc(;tion of the Gold Standard Reserve. 
In !Uiy case, the net result of all sales of Council Hills 
was to iiuT(‘ase the volume of ruixjc circulation in India, 
and this naturally tended, according to the Quantity 
Theory of money, to counteract the rising tendency of 
the Indian exchange. 

We have thus seen how the Government prciritted 
an undue rise iti exchange, following « facourahlc. balance 
of accounts for India. We shall now see how the Govern- 
ment siiccecdcHi in prcrentiiig an undue fall in the 
exchange value of the ruiiee, when, for instance, India 
hapixsned to be a net ilehtor. As India has normally a 
favourable balance of payments, this contingency was not 
at first considered by the Government. The crisis of 
1907-S, however, proved to be an eye-opener in this 
respect. The Government of India at first got confused 
and tried to meet the situation by offering gold at a fixed 
rate, subject to certain conditions. Later on, however, 
the Secretary of State for India hit upon the appropriate 
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solution from the stand-point of the Gold Exchange 
Standard. Following his advic.e, the Government of 
India declared its willingness to soil Reverse Councils on 
liondon at a rate not lower than 1#. per rupee. Tlie 
necessary amount of sterling was paid out of the Secretary 
of State for India’s Treasury balances, the gold section of 
the Indian Paiier Currency Reser\'e, the Gold section of 
the Gold Standai'd Reserve, and ultimately out of fresh 
sterling loans. On the other hand, the sale of Reverse 
Councils in India involved the withdrawal of so much 
ruiwcs and ruiiec-notcs from active circulation in India, 
a withdrawal which could not but help to raise np the 
exchange vjilue of the mi)ee. In this way, the Government 
managed to present the rupee-sterling ratio from falling 
below Is. 3§5d. per rupee. 

Conclusions. 

The Gold Exchange Standard, as it prevailed in India 
before the war, thus necessitated the maintenance of tm 
kinds of reserves. There was a large reserve of silver in 
India for converting sterling into rui)ceSi and * a large re- 
serve of gold in London for converting rupees into sterling. 
These reserves, as we have already seen, were comt>rised, 
in practice, in a variety of funds : The Treasury balances, 
the Pai)er Currency Reserve and the Gold Standard Reser- 
ve, — all these three distinct types of funds, both in India 
and London, technically allocated to diverse ends and func- 
tions, were unscrupulously utilised, whenever the necessity 
arose, for maintaining a stable exchange ratio. That 
maintenance of this patch-work arrangement endangered 
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the convertibility of the rupee-notes, or involved a trans- 
fcrence to London of India’s potential gold reserves upon 
wiiich alone a true gold standard for India could be built 
nt) in future, did not deter the Government from clinging 
fast to it, so long as exchange stability was maintained, 
and so long as the London* money market got the benefit 
of India’s gold. The bitter experience of 1907-8 when 
tlie Government had to part with a large quantity of gold 
in exchange for depreciated silver coins nt their artificially 
rnrised face value, of course, caused a momentary stir in 
tlic Government’s mind. But the succeeding years, with 
tlicir presents of magnificent ex()ort surpluses, revived the 
old buoyancy and enthusiasm in the oilicial mind. The 
Great war, however, which followed closely on the heels 
of the Oh.amlxirlain Commission’s Report of benedic- 
tion and eulogy of the Gold Exchange Stadard, revealed a 
new and altogether unexpected threat to the Indian 
currency sy.-tem, which, like the German submarines 
torpedoed, the whole machine, and years were to elape 
before any order could be evolved out of our currency 
chaos. 


Indian Paper Currency System in the 
Pre*war Period. 1809 — 1861. 

Before the passing of the Paper Currency Act of 1861, 
note-issue in India was comparatively unimportant, being 
the privilege of the three Presidency Banks of Bengal, 
Bombay and Madras, with a circulation practically con> 
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fined to the three Presidency towns. These notes were 
•encashable on demand and subject to restrictions both as 
regards their maximum issue and reserves. 

It was in 1860 that Mr. James Wilson, India's first 
Finance Member, first conceived the idea of seimruting 
the function of note-issue from bankitig proixir according 
to the principles of the English Bank Charter Act of 
1844. Of course, as India did not iwssess any Ceutral 
Bank of the type of the Bank of England, it was contem- 
plated that the Government should undertake the resixuisi- 
bility for note-issue. 

Accordingly, in 1861 the first Paiier Currency A<;t 
was passed. That Act represented almost a slavish 
imitation of the British Note-issue system as established 
by the Bank Charter Act of 1844. The fi.vcd fiduciary 
■system was adopted, the fiduciary limit being Rs. 4 
-crores, backed by Government of India rupee securities. 
All notes in excess of this fixed limit were backed by 
-equivalent reserves either in coin or bullion. But with 
this resemblance with the British system, certain 
peculiarities were introduced. India was dMded into 
three circles of issue with their headquarters in the 
three Presidency towns. Notes were issued in various 
denominations varying from Rs. 10 to Rs. 10,000, but they 
were declared to be unlimited legal tender, but only 
within their respective circle of issue. Notes could be 
issued to an unlimited extent to the public in exchange 
for rupees or British gold coins, and to the Controller of 
Currency in exchange for gold bullion. 

The .circle system was introduced in order to save 
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the Government from the obligation to send large amounts 
of cash from one place to another to facilitate the conver- 
sion of notes in every Government Treasury or at least 
ill the different ftovincial headquarters. Even if notea 
were declared to be universal legal tender, but cncashable 
only at the provincial head-quarters, there would have 
been some premium on coin in the mofnssil areas. On 
the other hand, the circle system seriously affected the 
popularity and usefulness of notes, as payments over 
large distances could not be effected by the sending 
of notes. 

The Paper Currency Act of 1861 was defective iu 
various ways. In the first place, the adoption of the 
fixed fiduciary reserve system after the British model 
caused a great stringency in the Indian money market. 
The Government of India in its zeal for the British system 
forgot to notice the fundamental fact that Britain 
possessed an elaborate and highly dcvcloiied banking 
system which could easily counteract the evil effects 
of an inelastic currency note-issue system while India 
e&joycd very little banking facitities. In the absence 
of developed deixisit banking, the fixed fiduciary reserve 
system was the worst thing for India to adoiit. 

Seamdly, the circle system of note-issue also impaired 
the popularity of notes. Great inconvenience was experi- 
enced in encashing notes when people moved from one 
centre to another, although Govennent Treasuries under- 
took to cash notes of other circles for bomfide travellers, 
and Railway Companies. 

In any case, the need for some modifications of the 
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Paper Ctiirency Act of 1861 came to be felt with the 
passing of years. Tlie fiduciary issue limit was increased 
from Rs. 4 crores to Rs. 6 crores in 1871, to Rs. 8 crores^ 
in 1890, to Rs. 10 crores in 1897, to Rs. 12 crores in 1905 
and to Rs. 14 crores in 1911. Similarly, there was a 
movement for the gradual universalisation of Indian notes. 
In 1903 the five rupee note was declared to be a univer- 
sal legal tender throughout India, except in Burma, 
this restriction being removed in 1909. In 1909 ten rupee 
and fifty rupee notes were similarly univcrsnlized and 
the power was taken by the Government to universalize 
notes of even higher denominations by executive order. 
Lastly, In 1911, the 100 rupee note was declared to be the 
universal legal tender. The gradual universalisation of 
notes naturally increased their popularity which was 
further enhanced by the provision of extra legal facilities 
for encashment in the dififerent Government treasuries 
and in the dififerent Presidency Banks with their 
branches. 


Gtmposition of .the Pre-war Pafier 
Currency Reserve. 

We have already noted that the Paper Currency Act 
of 1861 provided for equivalent backing in bullion or coin* 
of all notes except Rs. 4 crores which were to be backed 
by the Government of India rupee Securities. Up to 190» 
by which time, as we have already seen, the fiduciary^ 
limit had been increased to Rs. 12 crores, rupee securities- 
alone were kept against the fiduciary pention of the- 
notes issued. But the currency Act of 1905 permitted the- 
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holding of sterling securities in England up to the value 
of lis. 2 crores which was increased to Rs. 4 crotes in 
1911 so far as the invested iwrtion of the reserve was 
concerned. 

As regards metallic backitig, up to 1898 the whole of 
the Paper Currency Reserve except, of course, the invest- 
ed portion, was held in ruiiee coins in India. The Gold 
Note Act of 1898, however, authorised the holding of any 
portion of the metallic reserve in gold coin. The Act of 
1900 authorised the holding of a part of the gold reserve 
in London. The Act of 1905 completed the process by 
emiwwering the Government to hold the metallic reserves 
or any portion thereof in gold bullion or gold coin or both 
and in silver bullion, or silver coin or both, or exclusively 
in gold or silver, subject to the condition that all coined 
i'U{)cc.s wore to be held in India only. As a result of the 
adoption of this new principle, our total metallic reserves 
in 1914 consisted of Rs. 20*53 crores of silver and 
Rs. 22*44 crores of gold, both located in India, and of 
Rs. 9*15 crores of gold located in London. 

'Criticisms. 

Our pre-war currency reserves were easily open to 
many severe criticisms. 

(1) In the first place, there was an unduly large metal- 
lic backing which came to about 80% in 1913-14 compar- 
ed to an average of 67% between 1862-71, of 51% during 
1872-81 and of 67% during 1882-1901. In particular, 
there was a gradual diminution of the fiduciary propor- 
tion to the total of notes issued, as notes became more 
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and more popular along with their gradual universa- 
lisation. The reasons are not altogether to be found in 
India’s adherence to the fixed fiduciary reserve system, 
as special legislations were passed from time to time to 
increase the fiduciary portion to some extent. The 
principal reason was that since 1898 the Indian Paper 
•Currency Reserve was called upon to discharge an 
altogether different and un-natural function, namely to 
act as the first lim of defence for the maintenance of the 
rupee-sterling exchange. It is for this new function that 
our reserves were kept in an overwhelmingly liquid 
metallic form which was not only uneconomical but also 
responsible for chronic inelasticity in our currency system. 
On the other hand, however, the convertibility of our notes 
was not always ensured by this maintenance of huge 
metallic reserves. The decision to locate in London an 
increasing proportion of the gold branch of our paper 
currency reserve was perhaps a wise one from the point of 
view of exchange stability, but it was never likely to 
inspire much public confidence in the safety of the notes. 
The proper function of the Paper Currency Reserve was to 
■ ensure the convertibility of notes. That function could be 
fulfilled if all the metallic reserves were in silver located 
in India. The Government, however, began to keep the 
reserves increasingly in gold from 1898 onwards so that by 
1912 the total amount of gold reserves in the India Paper 
'Currency Reserve came to Rs. 31*88 crores as against Rs. 
15*48 crores of silver. There was also a tendency to keep 
an increasing {soportion of the gold reserves in London. 
Thus all considerations of a safe and elastic note-issue 
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system were sacrificed at the altar of an artificial rupee- 
sterling exchange the stability of which became tbe- 
para mount objective of the British Government and of 
Britishers in general in India. 

(2) Secondly, the Government has been criticised for- 
keeping a iisirt of the invested reserve in sterling securities, 
when rupee securities were the ideal form of investment 
from the stand-point of the convertibility of notes. The 
ofiicinl justification was that sterling securities would be 
maintaining the exchange value of the rupee as they might 
be sold in an emergency to meet an excessive demand for 
sterling in a bad year ; and also that they were safer forms 
of investment, free from the iwssibility of depreciation on 
account of an internal crisis in India. The obvious reply 
to such a)H>logctic arguments is that the maintenance of 
exchange was no part of the business of the Paper 
Currency Reserve and that deinreriation might as well take 
l)lace in the value of sterling securities on account of an 
internal crisis in England. 

Concluding remarks on the Pre-War 
Paper Currency system 

From the above account of the composition and 
location of our in'c-war Paiicr Currency Re.serve, it is clear 
that our note-issue was neither elastic nor very safe. The 
inelasticity of the Paper Currency, however, was not due 
exclusively to the fact of our adherence to the fixed 
fiduciary reserve system, nor even to the fact that the 
ratio of the invested portion of the reserve to the total- 
metallic reserve was allowed to decline owing to the* 
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•exigencies of the Crold Exchange standard which came into 
being from 1898 onwards. There were other contributory 
causes too, among which are to be mentioned (a) the 
absence of any i»rovi8ion for the mm of tcm|X)rary or 
emergency notes against agricultural or commercial bills 
of exchange, (b) the Reserve Treasury system under which 
a large part of the circulating money was locked up in 
•Government Treasuries when public dues were paid to th<! 
Government. The separation of note-issue from banking 
functions had similarly an unfavourable effect on the 
problem of price-stabilisation, as the two functions were 
entrusted to two distinct authorities. Lastly, the lack of 
banking habits and of adecpiatc banking facilities added 
further to the monetary stringency occasioned by the 
inelastic Paper Currency system. 

The only elasticity that the currency system enjoyed 
was due first to the transformation of the rupee into a 
token coin since 1893 which made it [mssible for the 
Government to provide a larger number of silver coins out 
■of a given amount of gold, and secondly, to the sale of 
Council Bills in England or the importatioh of sovereigns 
into India, both of which necessitated the creation of 
additional notes or of additional rupees. 

.Indian Currency and Exchange during the War. 

The Immediate re>aetion. 

The outbreak of the Great War in August 1914 gave 
-a great shock to confidence and had a very' dislocating 
effect on Indian trade and business. There was a great 
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run on the Savins^ Banks, and a great demand for the* 
conversion of notes into gold. There was also a general 
weakening of t!ic exchange, following a set-back to our- 
export trade. Reverse Councils valued at £8 millions had 
to be sol 1 before exchange became strong again. Similarly, 
Rs. 8 crores had to be withdrawn from the Savings- 
Banks, ami notes valued at Rs. 10 crores had to be 
encaslicil, before there was a restoration of confidcne.e. 

However, the determined way in which the Govern- 
ment met the situation as well as the increased foreign 
demand for Indian ex|)orts from autumn 1915 cau.sed a 
turning of the tide. 

From the autumn of 1915 onwards, there was 
a recovery of Indian exjwrts following increased Allied 
domaml for Indian exports, while Indian imports from' 
foreign countries diminished for various reasons. 
Thus t!i(;re was a huge export surplus to India’s- 
credit. 

Sprondl'/, the Government of India had to 6nancc on' 
behalf of His Majesty’s Government i)r.actically all the- 
inilit'iry and civil cx|)cnditure in the eastern theatres of 
War and in the occupied territories. liiistly, the Govern- 
mnnt of India had also to finance purchases in India om 
behalf of several Dominions and Colonies. All these as- 
well ns purchases of Indian produce by African importers- 
created a huge demand for the Indian currency. Accord- 
ingly t'lc Secretary of State for India began to sell conneik 
bills on a very large. scale. It became, therefore, necessary 
for t!ie Government of India to resort to the coinage o£ 
nipces on an extensive scale. 
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Rise in the price of ulrer. 

The extensive demand for rupee cmnngc in< India- 
necessarily created a great demand for silver in the world 
market. In other countries also, particularly in China,, 
there was an increased demand for silver, as the Indligcr* 
cuts were all anxious to conserve their gold resources. 
On the other hand, there was a shortage in the world 
supply of silver oW!ng Jko internal disturbances in Mexico,, 
a great silver produciiit country, and a rise in the cost of 
silver mining. Jill tyalie factors caused a great rise in the 
world price of silver. .>;|n India, the rupee price oP silver 
even rose higher than iRie gold price of silver, as the ni|)cc 
was linked to sterling, and as the doUar-sterling exchange- 
moved against England owing to England’s excessive M'ar 
time purchases of American goods inspite of vigorous 
efforts to peg the exchange* 

The result was that in August 1917 the metallic value- 
of the rupee exceevlcd its mint value. Rupees t!ier(‘for& 
began to be melted inspite of prohibitory measures passed 
by the Government. This, in its turn,, increased the 
demand for silver thereby raising its price. To meet this 
new menace, the Government had already taken certain 
remedial steps. In December 1916, the sale of Interme- 
diate Councils had been stopped, while certain restrictions 
had been imposed on the sale of Council Bills. In January 
1917, exchange was fixed at Is. 4^. in the place of the old 
maximum rate of Is. while the sale of Council bills- 
.was confined only to certain selected banks and firmsi 
which were mainly entrusted with the obligation <£ 



•544 


INDIAN ECONOMICS 


'financing the ext)ort of Vfjsf materials to the Allied 
countries at prescribed rates. 

All these measures, however, proved to be only of 
’ temporary value as economic forces, noted above, conti- 
nued to raise up the price of silver. After August 1917, 
'the price of silver exceeded 43 pcmce per ounce (which 
was the bullion par of the rupee) and accordingly the 
Government was faced with a heavy loss in maintaining 
•the existing rupee-sterling exchange. On August 28 , 
1917 the oHicial rate of exchange was raised to Is. 5d. 
and it was announced by the Government that in future 
•the rate of exchange could be based on the changing ster- 
ling price of silver. Thus the machinery of the sterling 
exchange standard so laboriously built up since 1898 and 
at the expense of all other considerations, and so loudly 
praised by the Chamberlain Commission of 1913-14, 
virtually broke down due to the meteoric rise in tlie value 
of silver. 

Before describing other war-time measures taken by 
the Government of India, we shall briefly refer to the 
subsequent trend of the price of silver. In September 
1917 the price of silver rose to 55 pence per ounce. 
Alarmed at this phenomenal rise, the Governments of the 
United Kingdom, the U. 8, A. and Canada instituted a 
joint control over the trade in silver by prohibiting all 
silver exports except under license and subsequently ex- 
cept at a specified price, , These controlling measures were 
successful in keeping down the price of silver within the 
dimlts of 41 and 49 pence. In May 1919, however, both the 
-U,S.A. and the United Kingdom withdrew this control 
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'This developraentf taken in conjuction with the with- 
drawal of the pegging measures applied to the dollar-sterl' 
ing exchange in March 1919, raised the price of silver to 
soaring heights. The price of silver rose up to 58 |)ence in 
May 1919. to 78 pence in the month of December, and 
>touched the record level of 89 pence in February 1930. 
Corresponding to this increasing price of silver, the rupee- 
sterling exchange rose to 1«. in April 12, 1818 ; to l.v. 
Sd. in May 13, 1919 ; to Is. lOd in August, 12, 1919 ; to 
2s. in September 15, 1919 ; to 2s. 2d. in November 22, 
1919 and to 2s. 4d. on December 12, 1919. The highest 
rate was reached in February 12. 1920 when the exchange 
stood at 2s. 10§^. 


'Other war-time measures. 

(a) The phenomenal rise in the price of silver led to 
-other war-time measures calculated to keep down the 
iprice of silver directly or indirectly. In September 1917 
the Government prohibited the importation of silver on 
tnivate account in order to prevent competition between 
the Government and the private individuals in the 
purchase of silver. 

(b) Negotiations were begun with the Government of 
<the U. S. A. which resulted in the passing of the Pittman 
Act which permitted the sale of the American silver 
reserves. This enabled the Government of India to 
jMirehase 200 million ounces of silver at 101| .cents per 
■ounce (fine). 

(c) Melting and exportation of gold and silver c<fins in 
.India were prohiMted bylaw. This measure was caloa* 

35 
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latod to conserve India’s silver resources as weQ as to^ 
economise in the use of silver. 

(d) Notes of the denominations of Re. 1 and Rs. 2^' 
were issued also as a measure for economising; in the use 
of silver. 

(c) Subsidiary nickel coins of the denominations of 
2a8., 4a8. and Ras. were issued also for the same pui'iiose. 

(f) From June 1917 Government began to pm’chase 
gold imported on private account at a price based on the 
miice-sterling rate* irrcsi)ective of the existing premium' 
on gold, and notes were issued against the gold so acquir* 
ed or gold sovereigns were coined for the purpose of 
circulation as money. This measure was also meant for 
the same pnriiosc. From June 1919 when all restrictions 
on the exiwrtation of gold were removed in the U. S. A., 
Australia and South Africa, there were increased gold 
imports into India, and the Government began to acquire 
that gold at a price which covered the existing premium 
on gold for tlic purirase of selling it to the public once in 
a fortnight. Tliis measure was taken in order to lower 
the premium on gold in India, which was necessary in 
order to induce the circulation of gold coins. 

(g) A large quantity of notes was issued without 
proper metallic backing, while restrictions were imposed on 
the convertibility of notes such as the withdrawal of the 
extra-legal facilities for conversion, and limitation of the 
amount of rupees payable to any single tenderer of notes 
on any particular day. Thus notes became virtually in- 
convertible, though no such official declaration was made- 
This was also a measure of economy in the use of silver. 
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(h) LasUy, in order to meet the heavy war-time 
expenditure without occasioning ‘extraordinary demand 
for currency, the Government reduced the ordinary and 
capital expenditure to the lowest point possible, while a 
large i)art of the circulating money was withdrawn by 
means of increased taxation, flotation of large rupee 
loans which yielded a total sum of Rs. 130 crores in 3 
years, and the selling of Treasury bills. 

Thus the Government took extensive and elaborate 
measures for mitigating the effects of a great rise in the 
value of silver. If it did not succeed, it was primarily 
because of the overwhelming strength of the economic 
forces which were at work. 

Effects of the war on Indian Paper Currency. 

The Great war whicii wrought so much h,avoc on the 
riiitee sterling exchange was also destined to create 
tremendous changes in the Indian Paper Currency system. 
We have already noticed the war-time circulation of notes 
of the denominations of Re. 1 and Rs. 2^. We have also 
seen how notes became virtually inconvertible owing 
to the various restrictions imposed on their encashment, 
which resulted in a discount of as much as nineteen per 
cent in their value in certain places. Other notable 
developments may be summarised as follows : — 

^a^ Excessive issue of paper currency, as a sufficient 
amount of rupees could not be coined owing* to the high 
price of silver. 

(b) A great increase in the amount of the fiduciary 
reserve which rose up, as a result of the passing of succes- 



548 


INDIAN ECONOMICS 


sive Acts, from Rs. 14 crores in 1911 to Bs 120 crores 
in 1919. 

(c) Corresponding to this increase in the amount of 
the fiduciary reserve, there was a marked decrease in the 
pro|X>rtion of the metallic reserves which came down from 
79 ])er cent in 1914 to 50 per cent in 1919, though there 
was an increase in the absolute amount of the reserves. 
Another noticeable feature of the metallic reserves was 
the greater proportion of gold reserves compared to silver, 
and the virtual concentration of gold reserves in India. 

(d) As regards the fiduciary reserve, the temporary 
Paper Currency Amendment Act of September 1919 
laid down that Rs. 100 crores out of a maximum of Rs. 
120 crores had to be invested in British Treasury bills. 
In 1920, however, the restrictions on the locale and 
eharaclcr of the investment were abolished, primarily 
because Reverse Councils were sold in large quantities 
comi)elling the Secretary of State to sell sterling securities 
out of the Indian Paper Currency Reserve in London. 
This necessitated the withdrawal and cancellation of equi- 
valent currency notes in India at the rate of Rs. 15 
(ler £ 1. 

The recoounendations of the Babington 
Smith Conmuttee. 

The wide-spread dislocation of Indian Currency and 
Exchange brought about by the War led the Secretary 
of State for India to appoint an expert Committee presi- 
ded over by Sir Henry Babington Smith for malring 
recommendations regarding the future policy to be adopted 
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as regards Indian currency and exchange. We sunt' 
marise below the principal recommendations of the 
Committee : — 

(1) The rupee unchanged in weight and fineness, 
should remain the unlimited legal tender in India. 

( 2 ) The exchange value of the rupee should remain 
fixed at 2.<t. gold. 

(3) The sovereign should also be regarded as the 
unlimited legal tender in India at the rate of Rs. 10 |)er 
sovereign. 

(4) The import and export of gold should be freed 
from all restrictions as soon as the new ratio between the 
rupee and the sovereign is adopted, and a gold mint should 
be established at Bombay for coining gold, tendered by 
the public, into sovereigns. 

(5) There should be free importation and exportation 
of silver and the import duty on silver should be abolished 
as soon as the finances of the Oovemment will permit. 

(6) The Government should withdraw its undertaking; 
to give rupees for sovereigns. 

( 7 ) The amount of gold in the Gold Standard Reserve 
should be increased consideraldy, but not more than 50% 
of the total amount of gold should be located in India. 
The remaining portion of the Reserve should be held in 
short-dated securities maturing within a year issued by 
Governments within the British Empire ('other tium the 
Government of India) 
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Arguments advanced in support of the 
recommendations- 

The principal recommendation of the Smith Committee 
i» concerned with tlie exchange value of the rupee. The 
phenomenal riae in the price of silver, which the Committee 
believed had come to stay, if it was not to continue to 
inoreuse further, ruled out the (wssibility of a restoration 
of the old rate of 4d. (Jf course, the old rate could 
be maintained if the rui)ec could be devalued either by 
reducing its weight or its fine-ncss, or if nickel rui)ces 
were issued in supre^ssion of the existing silv(;r rniJees, 
or if paixir money, either i>artly or wholly inconverljible, 
were issued as long as the price of silver continued to be 
high. But the Committee rejected all these proi)osal8 as 
likely to cause much damage to the Government's credit 
and to cause much hardships, and inconvenience to the 
public. Above all, in the opinion of the Committee, there 
was hardly any iwssibility of popular acceptance of 
inconvertible paper money. 

The Committee, therefore, was in favour of accepting 
tlie then e.xisting exchange value of the rupee which was 
nearly '2s. gold. In aniving at this decision, the 
Committee was actuated by several economic considera- 
tions. A high rate of exchange would bring about a fall 
in prices which would be of inestimable boon to the 
Indian consumers in general and the poor people in 
particular. It would also benefit Indian producers as they 
would get foreign machinery and foreign stmes at cheaper 
prices in terms of rupees. Indian manufactures would 
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-also ^aiii as they would not have to pay higher money 
-wages which would have been demanded if there were a 
j-ise in the cost of living following a low rate of cxcliange. 
Above all, the Government would gain tremendously 
from the high rate of exchange. There would be an 
annual saving of Rs, 12^ crores in respect of the Govern- 
ment’s sterling obligations. This, in its turn, would 
-serve either to reduce the burden of taxation or to increase 
ithc Government’s beneficent expenditure, or both. 

Of course, there was a dark side of the shield. Indian 
■exporters might lose as they would get Rs. 10 instead of 
Rs. 15 for every (gold) pound worth of goods sold abroad. 
But the loss would be much less than it was expected as 
(there was a great foreign demand for Indian raw materials 
and food stuffs. The Government would also lose on 
account of its gold and sterling investments in London 
which would now be equivalent to a smaller amount of 
ruiiees. But then the Committee observed that the whole 
of this loss would be wiped out by the savings to be effec- 
ted in the Home Chaiges within three years. Hence the 
benefits to be derived from the new rate were much 
greater than the losses that were likely to ensue. 

Lwdly, the Committee explained its preference for 
linking the rupee to gold instead of sterling on the ground 
that the dollar-sterling rate might become weaker resulting 
in an enhanced sterling price of silver. Hence if the 
rupee were to be linked to sterling, the rupee price of 
silver might increase indefinitely which might again result 
.in the melting of coins. The Committee believed that if 
'.the rupee were linked with gold, if there were no reshric- 
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tions on the import and export of gold and silver, if the- 
gold sovereign were declared to be legal tender in India, if 
a gold mint was established in India, the new rate of 2s.- 
gold would no longer be threatened. Moreover, when- 
both the rai)ec and the sovereign were declared to be- 
unlimitcd legal tender, it was i)erfectly natural that the 
ru{)ee should have a fixed gold value instead of a fixed 
value in terms of sterling which was then a depreciated' 
l)aper money with liability to still further depreciation. 

Criticuint of the Smith Committee's 
recommendations. 

The moat vigorous criticism of the principal observa- 
tions and recommendations of the Smith Committee Wes' 
offered by Mr. Dalai, a member of the same Committee, - 
in a minute of dissent. 

In Mr. Dalai’s view, the rise in the price of silver- 
which gave the Committee the necessary pretext for- 
raising up the exchange value of the rut)e« to 2s. gold 
was entirely artificial. It was due to the continuing 
embargo on the export of silver, even though the war 
was over, which made India a potential buyer rather than, 
a seller of silver, thereby inflaming the world’s silver, 
market. 

Secondly, Mr. Dalai contended that no case was made- 
out for over-valuing the rupee in order to deflate Indiam 
prices, as the War-time and Post-War inflation in India,, 
unlike tho inflation in the other belligerent countries, was- 
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not a genuine or true inflation. It was due to the fact • 
that India’s increasing foreign balance owing to her 
increased exports could not be absorbed in any other 
shape except those of additional rupees and rupee*noteB. 
There should have been no inflation if the Government 
made an endeavour to encourage the Indian purchase of 
foreign securities or at least of the Indian sterling loans - 
held in London. 

Lastly, Mr. Dalai contended that it was extremely 
undesirable to make a drastic alteration in the country’s ' 
monetary standard for the sake of exchange stability 
which was likely only to benefit the foreign exporters to 
the Indian market. The alleged benefit to the Govern- 
ment would be wiped out by the under-valuation of Indian ■ 
gold and sterling securities held abroad. On the other 
hand, Indian exporters and manufacturers would lose 
tremendously for the benefit of foreign exporters and 
foreign manufacturers. Above all, a monetary standard, 
which serves as a measuring rod for the discharge of 
obligations between different classes of creditors and. 
debtors, can not be arbitrarily altered without causing 
serious unnecessary losses and inconveniences to some 
people, and equally undeserved gains to other classes of 
people. It was for the trade to accommodate itself to the' 
standard and not the other way round. Mr. Dalai cvem 
went as far as to say that even debasement of the mpee^ 
currency would be preferable to the proposed bigbr 
exchange rate, if exchange staUlity was to be achieved.’* 
by all means. 
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Concluding remarks. 

The Indian [wint of view has been on the wholet 
strongly emphnsiecd iu Mr. Dalai’s famous minute of 
dissent, althoui^h we do not agree with it in every detail. 
In our opinion, it was e.ttremely foolish on the [Mirt of the 
'Qovcriuncnt to try to fix an exchange value for the rupee 
at a time wiica tiic economic and monetary equilibrium 
of the world was far from being restored. The price of 
silver was still rising, and our foreign trade had not yet 
assumed its normal shape. In such circumstances, the 
Government would have been better advised to remove 
all restrictions on the export of precious metals in order 
to enable the world’s silver and gold markets to attain 
their normal levels. Meanwhile, the exchange ^lue of 
the ruiiec would follow the changing price of silver, while 
adjustment would inevitably, though gradually, take place 
between the Indian prices and the world prices. External 
stjibility can never take place unless internal prices are 
'first stabilised in the different trading countries. When 
the Smith Committee submitted its Report, the important 
•countries of the world were still under the spell of the 
War-time inflation though in different degrees. That was 
certainly not the moment for thinking of external stability. 
That the Indian prices were not adjusted to the world 
.prices, the Committee itself seems to have thoroughly 
recognised : the Committee only hoped that adjustment 
would later on take place. But this is just like putting 
the cart before the horse. The iwoper line of action is 
Aot to impose an arbitrary standard into which economic 



IN'DIAK CUBBBKCY ABD EXCHANGE 


555 


relationships will be subsequently fitted after ereat hard- 
ships^ but to allow normal economic forces to evolve the 
standard itself. Thus the Smith Committee lays itself 
open to the charge of having violated sound economic 
principles in the interest of British coinmerce, British 
capital, and the Euroi)ean community in India. 

Government action on tfie Smith Committee's Report. 

The Government of India, however, was undeterred 
by all the vigorous criticisms levelled against the Smith 
Committee’s recommendations and forthwith proceeded to 
implement them. The new ratio of 2s. gold was adopted 
with what consequences we shall examine later. We shall 
study at first the results of the Government’s action on the 
other subsidiary recommendations. 

In the first place, the Government tried to establish 
the new internal ratio of 10:1 between the sovereign and 
the rupee. To make the new ratio efifective, it was 
essentially necessary to abolish the existing (nremium on 
gold over the price indicated by the Smith Committee. 
Accordingly in February 1920 the Government announced 
its intention to sell a minimum of 15 million tolas of gold 
during the next six months. Though a large quantity of 
gold was sold during that period, and even further sales 
were made in Almost and September, the i)remium though 
it was reduced, did not cease to exist. Moreover, the 
Government stopped further sales of gold, which had the 
effect of raising up again the price of gold. Meanwhile 
on June 21, 1920 an ordinance bad been passed wherein 
sovereigns and half-sovereigns were divested of their 
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legal tender character, although a 21 days’ moratorium' 
was declared during which the Government undertook 
to accept them at the old ratio of Rs. 15 per sovereign. 
The Government altogether received sovereigns and half- 
sovereigns valued at £ millions during that period. 

Following these preliminary steps, the Government 
restored the legal tender character of sovereigns and 
half-sovereigns at the new rate of Rs. 10 per sovereign, 
although the instruction given to Treasuries and Currency 
offices was to receive sovereigns and half-sovereigns at 
that rate and not to issue them. As, however, the 
l)remium on gold still continued to exist, the new legal 
tender did not function at all. Hence, the Government’s 
attempt in this respect proved to be a total failure. And 
ns sovereigns did not function as currency, the proposal 
for the establishment of a gold mint in Bombay was also 
dropiMsd. 

(2) SeoHtdly, the Government proceeded to implement 
the recommendations of the Committee with regard to the 
removal of the war-time restrictions on the precious metals. 
One by one, the embargo on silver imix>rts on private- 
account as well as the import duty on silver, the prohibit 
tion of the use of gold and silver for other than currency 
purposes, the restrictions on the import of gold coin and 
gold bullion, the restriction on the use of silver for all 
payments due from the Government, and lastly the res- 
trictions on the extra-l^al facilities for the encashment 
of notes into rupees, were removed, and all within 1920. 
The embargo on silver export, however, remained. Mr;. 
Dalai’s criticism, therefore, remained un-answered. 



INDIAN' CURRENCY AND EXCHANGE 


557 


The Rererse Council loot of 1920. 

We uow come to the Oovcrninent'H action on the 
principal recommendation of the Smith Committee, namely 
the fixation of the exchange rate at 2s. Gold. On the 
date of the publication of the Smith Committee, the New 
York cross-rate stood at £ 1 : $3‘65. It was clear that in 
order to maintain 2s, gold, the sterling rate had to be 
considerably higher. This, however, did not deter the 
Government. The first reaction in India of the Govern- 
ment’s resolve to implement the Smith Committee’s main 
recommendation was the rush of Indian exporters to sell 
their export bills for rupees before the new exchangc*ratc 
came into force. There was a great demand for rupees 
which raised the ru|)ce-8terling exchange to 2s. 8^d. 
within three days. 

The demand for rupees, however, came to an end soon 
after the coming into force of the new exchange-rate. On 
the other hand, there was a great demand for sterling, 
Many firms which would have normally waited for months 
in order to make remittances to London sA once rushed to 
take full advantage of the high exchange-value of the 
rupee. Secondly, many new companies which had been 
floated in India with the help of the excessive war-time 
profits placed large orders for foreign machinery and 
stores, making advance payment in view of the high rate 
•of exchange which might not last long. Thirdly, there 
was a great speculative buying of sterling. Lastly, India 
•experienced a tendency towards an adverse balance of 
trade which also orated a demand tor sterling. For all 
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these reasons, it became necessary for the Government to 
sell Reverse Councils. These Reverse Councils were 
paid out of the proceeds of the sale of the sterling 
securities and Treasury bills belonging to the London 
branch of the Indian Pai)er Currency Reserve. But these 
Bills and securities had to be sold at rates ranging from 
Rs. 7 to Rs. 10 to the i)ound, although they were originally 
purchased at the rate of Rs. lo to the pound. Thus, the 
Government was 8ad<lled with a loss of Rs. 3.') crores in 
order to maintain the mnv o.vohange-rate. 

Meanwhile, tlie continued demand for sterling had 
been raising the c.vchange-value of the .sterling. The 
rupee sterling market rate begjin to fall from the high 
level of 2.V. on 10 February to a rate not only 

below 2.S. gold but even below 'Js. sterling. The Govern- 
incut finding it iin|K)ssiblc to maintain the high rate of 2.s'. 
(gold) now liegan to ofl'er sterling at a rate slightly above 
the market rate, maintaining that sterling had greatly 
aiipreciatod in value. But even tliis iiretence could not 
go on for all time as it was a costly one. And at last the 
attempt was given up. 

Thus, the attempt to maintain the high rate of 2.s'. gold 
ended in a disastrous failure. The disaster was not 
confined only to the Government which, ns we have seen, . 
had to incur a loss of Hs. 35 crores. The selling of 
Reverse Councils on a very large scale created a great 
monetary stringency in India which, moreover, had not 
any compensatory effect on the rate of exchange owing to ■ 
the abnormal activity of the import trade and the virtual 
collapse of our export for which the new exchange-rate* 
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was not a little responsible. Above all, the commeroial ' 
community in India suffered most owing to the excessive 
reliance placed on the Government's capacity to maintain • 
the new rate. Orders had been recklessly placed with 
foreign firms in the confident expectation that the high 
rate would be maintained. But when orders were actually 
executed and goods were actually imported* the exchange 
had virtually collapsed. This meant widespread loss and 
virtual bankntptcy to many a well-established firm. 

Concluding observations. 

Ignorance however, abysmal, and imagination, however 
dull, can not excuse the Government for undertaking an 
impossible task and for i)crsevering in it for a fairly long 
period of time, even though its disastrous consequences 
were felt from the very beginning. When the Government 
wanted to establish the new r^to of lls. gold the actual 
market value of gold wasja{«t^'' Bs. 24 per tola. Wliilc 
according to the new exc^n^ rate, it was to be about Rs. 
IG per tola. Moreover, even in terms of internal pur- 
chasing powers, rupee would have beeir riicriously over- 
valued compared to gold prices abroad, if the new rate 
were adopted. Having regard to these indisputable facts, 
it must have been abundantly clear to the Government 
that unless highly drastic deflationary steps'were taken, it 
would be imi) 08 sible to maintain the high rate. 

Secondly, the Government made a grievous blunder 
both in its analysis of the causes of the high price of 
silver and in its anticipations as regards the future price 
of silver and gold. The Government should have realised 
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'the c8.scnttally temporary nature of the high price of silver, 
'which was brought about by various factors such as res* 
trictions on the sale and purchase of silver, India’s exces- 
sive demand for silver in a period of prosperous foreign 
trade, the depreciation of the rupee, and above all, the 
depreciation of the sterling in terms of gold. There was 
therefore, hardly any ground for believing that the high 
, i)rice of silver had come to stay, f^imilarly, the Govern- 
ment miscalculated the future trend of gold prices. During 
•the War and in the early post- War period, inflation in 
different degrees was the rule almost everywhere. The 
Government should have known that, with the lapse of 
time, this artificial inflation would gradually disappear. 
In such a case, the over-valuation of m|X!e would become 
■ still more pronounced, as gold prices would begin to 
decline elsewhere. 

Thirdly, the Government should have taken lessons 
from the rapid fluctuations that were taking place in the 
value of silver particularly, and from the general currency 
• chaos that prevailed everywhere, in order to avoid iweci- 
pitatc action with regard to the Indian exchange-rate. 

Lastly, when the Government actually found it impos- 
sible to maintain the high exchange-rate without inflicting 
serious losses on the Indian Exchequer, it should have 
•abandoned the attempt at once, instead of doggedly 
pursuing it ont of a blind faith in the wisdom of the Smith 
Committee. 

'The policy of mMterly imetivity (1 921*25). 

The disastrous failure of the pdicy of maintaioing 
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'fixed exohange<rate at last oonvinced the Government of 
4;he wisdom of allowing the rupee-sterling exchange to 
follow its own level, until a more normal position was 
reached in the world’s economic and political spheres. 

In 1921 India was faced with an adverse balance of 
■trade owing to low gold prices and still lower sterling [nices 
of Indian exports brought about by deflationary measures 
both in the U.S.A. and in England. The rupee-sterling 
■rate accordingly declined and even reached the low level 
of 1& 3d. There was a great contraction of the currency 
in India, but even this failed to arrest the sagging 
•exchange. Things were no better during 1922-23. But 
towards the close of 1923, there was a revival of our 
export balance, and the exchange rose up to l.v. 3M. gold 
lin September 1923. In October 1924 the rate of exchange 
'.rose up to Is. 6d. sterling. The Government seems to 
have decided not to allow exchange to rise any further. 
iHenve the Secretary of State began to sell Council bills 
for the requirements both of the Home Charges and of 
India’s foreign trade. When sterling became gold in 192.*), 
the rupee-sterling rate continued or was made to continue 
to remain at Is. 6d. At last, the Government seemed to 
have found out a rate of exchange which would last. But 
befmre declaring the Government’s resolve to maintain 
■this new rate, a Royal Commission on Indian Currency 
■and Exchange was appointed In the usual fashion for 
making recommendations. 

^umiiiarjr «l the Ifiltoa Yeung ComadMieB’s Rmwrt 

The terms of tefmenoe of the Hilton Young Conunis- 
36 



•562 


IKDIAff ECOKOMICS 


sion cominiscd three subjects; (a) the choice of ar 
monetary standard, (b) The choice of a rate at whichr 
exchange was to be established, and (c) the problem of a 
Central Bank for India. In this chapter we are concerned, 
only with the first two heads. 

The choice of a Monetary Standard for India. 

Tlic Hilton Young Commission had mainly to consider' 
the relative merits of a Gold Exchange Standard, Gold 
Standard with a gold currency, and the Gold Standard 
without a gold currency. As we sltall sec [ireseutly, the- 
Commission rejected the first two alternatives and chose- 
the third one. We summarise below the principid argn* 
ments advanced by the Royal Commission in supiwrt of 
/their choice. 

Defects of the Gold Exchange Standard. 

We summarise below the main criticisms of the Gold 
Exchange standard advanced by the Hilton Young’ 
Commission 

(1) The Gold Exchange standard which lasted fromt 
1898 to 1917 was a highly complicated monetary standard, 
and ns such it did not inspire public confidence. Undw 
it, the currency in India consisted of two kinds of 
tokens, namely rupees and notes with un-nec^ssary' 
excrescence of a third full-valued coin, namely the gold 
sovereign, which did not circulate at all. Rupee-notes 
were convertible into silver rupees but these rupees a gain 
were no better than notes printed on silver. Hence, one- 
form of token was convertible into another form of 
ideen. - 
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(3) The Gold'Exchange standard was a fair*weather 
standard. It could last only so long as the price 
silver remaine 3~ at such a low level that tfieface value of' 
Hie rupee was gycater than its me tallic value . If the' 
price of silver soared up as it did in 1917, the system 
could not be maintained without entailing very heavy 
losses to the Government. 

(3) The system involved a duplication of reserves, 
namely the Indian Paper Currency Reserve and theTJold 
Standard Reserve, whose normal functions were susimndcd 
for the sake of maintaining the stability of the Exchanges. 
The proper function of the Paper Currency Reserve was to 
eiisim; the convertibility of the rupee-notes. In practice, 
however, both kinds of reserves as well as treasury balan- 
ces were freely utilized for maintaining the exchange, 
thereby creating great confusion in the Indian Currency 
and Exchange system. 

(4) The Gold Exchange standard was not an automa- 
iic standard. The expansion and contraction of the 
currency depended more on the whims of the Government 
than on the purchase and sale of sterling. The sale of 
Council bills in London was sometimes met by the Govern- 
ment of India with the help of the Government’s Treasury 
balances rather than with fresh coinage. Thus, there 
was no net increase of the volume of currency circulation. 
Again, the currency 'withdrawn by the sale of Reverse 
Councils was sometimes partly released by the Govern- 
ment for circulation even thoui^ stetfing was not 
purchased. 

(5) The system was not an dniie one. The expan- 
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sHon of the currency could take place only when Council 
Bills were sold in London. But the demand for additional 
cnrrency comes generally when internal crop-movement 
takes place. Thus, there was a serious time-lag between 
the actual demand for additional currency and the actual 
supply thereof. Further, the amount of additional currency 
that could be available dc|)cndcd uimn the volume of our 
balance of exiwrts and as such it was not determined by 
the needs of internal trade. Again, the Smith Committee’s 
recommendation providing for some currency expansion 
against genuine inland trade bills could not be given effect 
to as there was a genuine lack of such trade bills. Simi- 
larly, the contraction of the ciu'rency depended upon the 
sale of reverse councils, which could by no means be 
counted upon whenever the country might have a surplus 
of monetary circulation. Moreover, as we have already 
seen, actual currency contraction did not invariably follow 
the sale of Reverses. , 

j 

Further Criticisms of the Gold Ezchenge standard. 

The Hilton Young Commission, while condemning the 
Gold Exchange standard along the above lines, did not, 
it appears, suHiciently bring out some of its more 
sinister, if not also ridiculous, aspects. For instance, 
the Commission did not comment at length on the 
composition and the location of the two kinds of 
Reserves noted above. Apart from utilising the Paper 
Currency Reserve for maintaining the exchange ratio 
which was none of its business, there was hardly any 
jnstification for keeinng the great bulk of it in the 
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shape of gold or aterliog securities in far-away London. 
A very queer way indeed for ensuring the convertibility 
of our notes! the official justification was that silver 
had to be purchased and as such a large part of Paper 
Currency Reserve was legitimately located in London. 
We do not understand, however, the reasons why silver 
could not as well be purchsed in India, why India, 
being a large buyer of silver, could not have a silver 
market when England, who had nothing to do with 
silver, could so easily have one, and why even if silver 
had to be purchased in London, the necessary purchasing 
power could not be sent from India at the time of the 
actual purchase, instead of being kept there indefinitely 
in advance apparently for the benefit of the London 
money market. 

Similarly, Indian public opinion could not tolerate 
the manner in which the Gold Standard Reserve was 
handled. A Reserve, originally created to serve as a 
basis for the future establishment of a full-fledged gold 
standard in India, was utilised not only for maintaining 
an artificial exchange rate but for finanoing Railway 
construction as well. Even if maintenance of the 
exchange was its legitimate function, it was necessary, 
ns the Chamberlain Commission observed, to keep the 
reserve predominantly in a liquid form, which might 
take the shape mostly of gold and partly of short-dated 
securities. In actual practice, however, the G<dd Standard 
Reserve was largely invested in the form of long-tmm 
securities including British War Loans, which had 
be sold occasionally at very low prices, as dnring the 
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great exchange loot of 1920, involving India in hiige 
«ncalled‘for loaaes. Indian public opinion had always 
demanded the retention of the Gold Standard Reserve 
in India and in the shape of gold. The official argument 
wws that gold, being necessary for meeting India’s externa] 
obligation, was best kept in London. The practice of 
other countries remaining on the Gold Exchange Standard, 
was also cited as an example. Lastly, it was pointed 
out that lAindon had a short-loan market in which India’s 
gold could be safely invested for earning some interest. 
We may, however, easily reply that the example of other 
countries, did not apply to India at all. India had normally 
been a creditor country and ns such there was no necessity 
for habitually keeping our gold reserves in IjOiidon for 
meeting our external obligations. If in any abnormal 
year India did become a debtor, gold could have been 
easily sent out of India. As regards the contention 
that gold reserves in London could earn some interest, it 
may be* iwinted out that considerations of interest should 
not be regarded as the only or the all-important considera- 
tions in such matters. Moreover, there was no reason 
why attempts should not have made to develop a short- 
loan market in India. After all, there was no particulai* 
safety of foreign gold reserves in the London money 
market. Both during and after the Great War, London’s 
importance as a gold centre has steadily diminished. 
If a foreign centre was deemed to be advisaUe for the 
location of our gold reserves, certainly London was not 
'the ideal idaee. 

Lastly, Indian opinion severely criticized the manner 
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in which Council Bills were sold by the Secretary of State 
for India. The only legitimate purpose of the Council 
Bill was to facilitate the transfer of funds from India 
for meeting the Government of India’s sterling obligation. 
But in actual practice, Council Bills were freely sold 
whenever there was any occasion for payment to India 
by her foreign debtors. Thus the cash balances of the 
•Secretary of State increased abnormally apparently for 
-the benefit of the British merchants. The policy of 
selling Council Bills in excess of the Secretary of State’s 
own reiiuirements was justified on the ground that it 
led to the reduction or avoidance of debts. But actually, 
however, loans have been often floated in the London 
money market even though the Secretary of State’s cash 
balances were fairly ample. Moreover, the surplus 
balances have generally been lent out at comparatively 
low rates of interest to approved borrowers in whom the 
advisers in financial matters of the Secretary of State 
for India were sometimes personally interested. Moreover, 
<k>uncil Bills were often sold at rates below the si)ecie 
import point even when there was no imrticular demand 
for funds in London. Thus "the whole Council Bill system 
had all the appearance of an elaborate device for divert- 
ing the flow of gold from India and saving London the 
inconvenience and cost of finding it for India, while 
acting as a receptacle for as much of India’s gold as 
poBsiUe — not to hold but to use.” (Jather and fieri) 

On the other hand, while Indian mcmey was thus 
freely utilised for easing the London money maricet on 
highly favouraUe terms for the British bosiiMss 
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community, the Reserve Treasury system which prevailed! 
iu India involved the locking up of our already scanty 
monetary resources in Government Treasuries at a time- 
when there was a great demand for currency and the 
bank rates were ruling high. 

Above all, the Council Bill system stands thoroughly 
condemned because of the secret and clandestine- 
manner in which it was managed by the Secretary of 
State for India, living 6000 miles away from India,- 
surrounded by, and therefore amenable to, interests not 
Indian in their ideas and aims. The monetary system of 
a country should be always foobproof and knave-proof. 
Unfortunately in India, British economic interests have- 
always stood in the way of a just and intelligible arrange- 
ment of our Currency system which might inspire popular 
confidence and at the same time safeguard India’s economic- 
interests. The so-called Gold Exchange standard is thus- 
a classic example of the economic domination of India by 
the City of London. 

The Government of Indie’s proposal for a 
Gold Currmey standard. 

Sir Basil Blackett, the then Finance Member of the- 
Governor-General’s Executive Council formulated a {nropo- 
sal for the establishment of a gold standard in India. The 
Blackett scheme contemplated the introduction of a gold 
currency system. Rupees were to be made convertible into- 
gold currency for the next ten years after iriiich, however,, 
rupees would cease to be legal tender except for. small 
amounts not exceeding, say, Rs. 50. Of conrse, a huge- 
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araouQt of gold was necessary in order to give effect to the- 
scheme. The Commision calculated that about Hs. 110’ 
crores might be presented by the public for conversion into* 
gold. Hence it was necessary to attract a huge quantity 
of gold for currency purposes both from outside and from 
the Indian hoarders. Gold was also to be purchased by 
selling a part of India’s redundant silver equal to thrice 
the world’s total annual output of silver. Notes were to be 
made convertible into fulbvalued gold coins wherebytit was 
believed, the hoarding habit would be gradually overcome.. 
The cost of the scheme was estimated to be Rs. 1*67 crores 
per annum during the first five years, and between 
Rs. 0’67 and Rs. 112 crores subsequently. 


the Currency Commution’t rejection of the scheme. 


1 


The Blackett scheme, however, unfortunately did not 
find favour in the eyes of the Hilton Young Commission 
who summarily rejected it on the following grounds : 

(1) The scheme would give rise in India to an addi- 
tional demand for nearly £103 millions of the world’s 'gold 
at a time when the world’s annual output of gold was 
notoriously falling off, and feverish attempts were being 
made everywhere to economise in the use of gold. This- 
increased demand for gold would naturally have serious- 
adverse repercussions upon the trend of gold prices and 
rates of interest all the world over, and India, being a part 
of the world, would naturally suffer with the rest. 

(2) The demand for conversion of rupees into gold- 
currency, which tile scheme contemplated, would be spread 
over ten years, might in actual practice, be sudden and not^ 
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gradual. Moreover, it was quite possible that depreciation 
in the value of silver and silver hoards might result in an 
increased demand for gold for hoarding purposes. Lastly, '> 
.the attachment of the Indian people to gold was well 
known and as such they might show a distinct preference 
for holding gold currency instead of notes. For all these 
reasons, there was a large degree of uncertainty in the 
estimated amount of gold necessary for giving effect to 
the scheme. 

(3) The dethronement of silver which the schem e 
contem plated would have also serious repercu8Bious_ju)aiL., 
ithe world pnee of silver. Already the iwsition of silver 
was notary liable owing to the widesiwead tendency 
•to use notes, copper and nickel coins instead of silver. 
If, in addition, the monetary demand for silver was to cease 
in India, and India became a seller of silver instead of a 
buyer, tliere would be a great decline in the world va lue 
of silve r. Moreover, the decline would continue to increase 
as the annual output of silver would not diminisli, silver 
being largely a by-product. This fall in the value of 
silver would be a great blow to the Indian masses who 
had hoarded silver as a form of wealth. 

(4) Further, the abandonment of silver by India, 
taken in conjunction with large sales of silver by the 
Oovernment of India, would have a dislocating effect upon 
- Chinese exchanges. The world’s trade, including India’s 
growing trade with China, therefore, mq;ht suffo^. 
Moreover, there had been for some time a growing move- 
ment for the adoption of a gold standard in China. If 
India abandoned silver in favour of a gold currency. 
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China might easily emulate her example. In that case, 
however, there would be a still further rise in the price of 
gold and a still further decline in the price of silver, with 
nil their disastrous consequences. 

(5) Finally, the Commission pointed out that the 
acheme~'w inr15otir very costly and impracticable. It was 
costly because the Covernment of India would have to 
purchase a large quantity of gold for an indefinite period 
in order to promote the circulation of gold coins in India. 
It was imiiracticable, as large credits would be necessary 
for giving effect to the scheme and no such credit would 
be available from England and the U. 8. A., both of whom 
viewed ft with undisguised alarm, the former because of 
her interest in the monetary reconstruction of Phiroix;, the 
latter because of her traditional silver interests. 

Critkiuns of the Currency Commusion'e remarks. 

The Hilton Young Commission seems to have dismis* 
sed in a cavalier manner the popular demand for a gold 
currency standard which was for once backed not only by 
the Government of India but also by foreign monetary 
extorts like Dr. Gregory and Dr. Cannan. If simplicity 
and popular confidence are regarded as the indispensable 
ear-marks of an ideal cnrrency system, certainly a full- 
fiedged gold standard based upon the free circulation of 
gold coins could, in the particular circumstances of India, 
best answer those tests. The reckless manner in which 
the Indian cnrrency and Exchange system had been 
handled since 1893 had naturally aroused deep-rooted 
pnUic suspicion about the bomfidet of the Government’s 
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intentiouH. Henco public opinion clamoured for the* 
actual circulation of gold coins as an indisputable and 
conspicuously visible symbol of a well-conceivcd Gold 
Standard for India. The Commision, while recognising' 
that India’s currency system must be simple and readily 
welcome to the people, seems to have been determined not 
to follow its own precept. The objections raised by the 
Commission to the proposal of a Gold Currency system are 
mostly exaggerated and partly irrelevant. If the Blackett 
scheme was expensive, infinitely more expensive had been 
the Gold Exchange standard which had received the 
official imprimatur of the Chamberlain Commission and the - 
fiabington Smitii Committee. Further, the argument of 
cost should not have been put forward as a fundamental 
objection to a scheme otherwise desirable. Lastly, if the 
Blackett scheme was deemed to be too costly, the 
Commission could have adopted Dr. Cannan’s proposal for 
the establishment of a Gold Mint in India and the- 
progressive realisation of a fulMledged gold standard 
within the brief space of a year. That Scheme would 
have cost much less. Again the Commission under- 
estimated the amount of gold that might be easily available 
by the dishoarding of Indian hoarded gold, through India’s 
nonnal export surpluses, and through the gradual redemp- 
tion of the sterling securities belonging to the Paper- 
Currency Reserve and the Gold Standard Reserve. 

(2) The Commission also seems to have over-exaggera- 
ted the extent to which notes would be presented for- 
conversion into gold coins. Perhaps there would be a 
rush for conversion at the initial sti^e ; but later on, once-- 
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2Peoplo got accustomed to the new standard, notes could 
•circulate side by side with gold coins. Moreover, notes 
would always be necessary for remittances, for large pay- 
.ments, and for the purpose of banking reserves. 

(3) Again the Commission seems to have emphasized 
overmuch the adverse reperedssions of India's adoption 
of the gold currency standard upon the price of gold and 
silver. Dr. Gregory, the English monetary expert, did 
not anticipate any considerable nusettlement of the world’s 
gold market following India’s adoption of a gold currency. 
The high price of gold was largely due to the sterilisation 
of a huge quantity of gold by the U.S.A. and h'rance in the 
Post-war world. India, a subject country, had no parti- 
cular obligation to sacrifice her own self-interest for the 
sake of world prosperity which was threatened by the 
twlicies pursued by some of the Great Powers. Again, the 
Commission observed that a fall in the price of silver would 

Dr. Ganiian formulated a achome whereby he claimed, the transi- 
tion to a gold currency standard could be made in India without any 
large risk at any point and at the same time with considerable rapi- 
- dity.’ The outlines of the scheme may be given as follows : (1) Free 
coinage of gold, the gold coin to contain as much gold as the bullion 
presented, less a small charge for the cost of manufacture., (ii) New 
gold coins and old coins (if any) to be declared unlimited legal ten- 
• der, with a fixed rupee value, (iii) Additional issue of rupees to be 
suspended, aud additional issue of notes redeemable in silver to be 
stopped, (iv) Notes to be deelarcd as convertible into gold coins 
but by instalments; notes of the largest denomination to be taken 
first and subsequently notes of other denomiaations. step by stop. 
«(t) Lastly, silver rupees were to be made convertible into gold coins, 
(tinse of the latest date to be taken ia at first, and so on. 
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hit hard the ladian masses, the world’s China trade, and 
the American silver interests. As far as the Indian silver 
hoards are concerned, we might reply as follows : First,. 
the greatest depreciation in the value of our .silver hoards 
had already taken place when the Government stopped 
free coinage of ruiiees in 1893. No such anxiety was then 
felt by the Government or its British advisers for the 
Indian masses. Secondly, the total quantity of silvor 
hoards, though larg(>, was iicrliaps not as large as the 
Commision imagined. Even if the aggregate quantity was 
was large, the individual share was likely to be very small, 
as such the loss would not very keenly felt. Lastly, the 
loss due to the depreciation of the silver hoards was likely 
to Ik' more than offset by gains due to the appreciation in 
the value of our gold hoards which, according to the 
Commission’s own reasonings, was bound to bo consider- 
able. 

The argument of the adverse reaction on the China 
trade is somewhat irrelevant. Our trade with China was at 
that time by no means very important and as such we did 
not stand to lose much ourselves if Chinese exchange 
became dislocated. Moreover, as the Commission itself 
observed, China might also be induced to adoiit the gold 
standard, in which case we would not lose at all in our' 
trade relations with China. 

(4) Lastly, the argument as regards the U. S. A.’s 
hostility on account of her traditional silver interests is 
perfectly irrelevant. It might be in the interest of Great 
Britain not to do anything which might offend directly or- 
indirectly, the €h%at A mtirienn Republic. But foe India- 
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there was no partienlar reason why our own domestic 
policy should be dictated by American self-interest. If tiie- 
tf.S.A. conld calmly pnrsue political and economic policies 
which had seriously affected the prosperity of the whole 
world, there was absolutely no reason in the world why 
India should deviate from her own proper course out of 
cousideration for American snsceptilrilities. As regards 
loans for getting the necessary funds, they, could easily be 
floated in India and if necessary, in Great Britain as 
well, the Commission’s warnings notwithstanding. 

Tiius, the objections advanced by the Hilton Young 
Commission .are not at all serious. They look more like 
flimsy excuses which can always be found for [iropping up 
a case which is already known to its advocate to bo funda- 
mentally untenable. The real objection of the Commission 
was that it was not in British interest to set up a gold 
currency standard in India. That objection could not 
naturally be mentioned. 


/a Gold 


Bullipn staiid*rd for India. 


The Hilton Young Commission, while .^rejecting the- 
Finance Department's scheme for a gold currency stand- 
ard, however, strongly recommended the Gold Bullion 
standard which was indeed the Post-war interpretation - 
of the Gold standard thronghont the world. The essence of 
the gold standard is the free oonvertilnlity ol a country’s 
legal tender into gold at a fixed rate and for dll purposes : 
the actual circulation of g<dd coins, theufh an usual 
feature of the gold standard brfpre the war is by na- 
means essential thereto. The withdrawal ol gold circa- 
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latiou in the Post-war fanctioniog of the gold standard 
was due to the following factors : (a) first, the diminished 
’ annual output of gold compared to the annual increase in 
production due to Rationalisation and systematic exploits- 
'tion of hitherto undeveloped colonial I'egions ; (b) 
secondly, the huge maldistribution of the world's total 
stock of gold, France and U. B. A. possessing nearly frds 
of the world's total quantity ; and (c) a general recogni- 
>tion that gold in circulation is not very useful as a bank- 
ing reserve. The Currency Commission, apparently obsess- 
ed by these new ideas, wanted India to establish her gold 
standard along up-to-date and scientific lines. For the 
realisation of the Gold Bullion Standard, the Commission 


. mj^o the following proiHwals » 

v/ (1) The ordinary medium of circulation in Ind ia 
should remain, as at present, the currency note and the 
d the stability of the currency in terms of 
of g old should ^ secured by m aking the currency direct ly 
convertible into gold for all pnrposes. Gold must not 
mirouln tic at first and need not circulate ever. ^ 

" (2) The CuiTcncy Authority will have the obligation 
to buy and sell gold at fixed rates determined with refer- 
ence to a fixed gold parity of the rupee, but in quantities of 
’ not less than 400 fine ounces as regards sale. The limitation 


as regards quantity was designed to prevent the dissipation 
- of the country's gold resources on flimsy grounds. The true 
piirpose of gold was to facilitate payments to foreigners. 
On the other hand, the local currency unit wasoonver- 
^Ue into gold for all pnrposes, internal and external, and 
teM versa, instead of being convertible into sterling or 
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any other foreign currency. This would sooure both 
'Stability of prices and stability of exchanges, the f(ntner 
because nipee prices oould move only with the movement 
of gold prices, and the latter because the rupee was 
given a 6xed gold value. Lastly, the currency system 
would become elastic, as the currency would become 
•expanded when notes or nipees would be issued by the 
'Currency Authority in exchange for gold, and contracted 
when gold bars would be offered by the same Authority 
-against notes and rupees. Thus an effective gold standard 
would be established without the un-necessary luxury of 
-actual gold circulation. 

(3) Sovereign should be demonetized in order to 
•prevent^e existing hoards of gold coins from entering 
into circulation. Sovereign may become legal tender 
again when India will have sufficient gold reserves for the 
introduction of a gold currency, and if she decides in 
favour of a gdld currency. 

(4) As the buying and selling of gold at prices deter- 
> mined by the par value of the rupee, irrespective of the 
cost of importation of gold or of any deviation of the 
actual rate of exchange from the par rate, will make the 
Currency Authority the greatest gold market in India, 
‘thereby destroying the gold bullion market in India as 
well as throwing upon the Currency Authority the un- 
necessary task of selling gold for non-monetary pwposes. 
• the Hilton Yeung Comnuesion recommended that the sell- 
ing rate of geld in India riwwld be equal to the narj ate 

,j^ue the cost of impoctation o£ gold from London. In otiwr 

_ — 
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words, gold would be sold at a dieaper larice in London 
than in India. 

(5) Lastly, in order to create popular conBdence in 
the new standard, the Comnnssion recommended the issue- 
of Savi ngs Certificates in denominations of one tola and 
integral multiples of tolas payable in three or five years' 
time cither in l^al tender money or in gold, according to* 
tlic option of the holder. As these certificates would yield 
an attractive rate of interest, the Commission believed 
^ that this system would go a long way towards curing the- 
hoarding habits of the people.^ 

/'A critical evaluation of the gold Bullion standard. 

The Gold Bullion standard recommended by the CuiTen- 
cy Commission was, as we have already scon, claimed to be 
an ideal standard. It approximated to the latest idea about 
the gold standard, whereas the gold currency standard 
proposed by the ITinance department would render India- 
liable to the charge of being a backward and old-fashioned 
country. It gave India all the advantages of a true gold 
standard, namely safety, elasticity, automacy. and easy 
popular acceptability, and none of its disadvantages. No- 
great loss would be involved, as the amount of gold require 
ed would not be very large. There should be no uneasy 
period of transition, as the proposed monetary standard 
could be given c£feot to at once. There should be no up- 
setting of the wwld's gold market, and as such the econo- 
mic recovery of the world would not be impeded. 

There should be no landslide in the world's sUver 
Tnaiicet and the China trade would not be hampered,. 
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the Indian masses would not suddenly be faced with ii 
capital depreciation, and above all American friendship 
would not be imperilled. The hoarding halnt would be 
checked, the country’s gold resources would be conserved, 
the gold bullion market would bo kept intact. The Com- 
mission would indeed wonder if any one were to be se 
impudent as to challenge its efbcacy. 

Indian public opinion, however, did not accept the new 
proposals with any fraction of the enthusiasm which the 
Commission felt for them. The people of India wanted 
the actual circulation of gold coins as a visible proof of 
an active gold standard. Instead, they were now asked 
to go through a severe mental gymn^ic in order to 
understand the nature of the rupee. 'The provision that 
gold would not be sold except for quantities of 400 oz. or 
above virtually meant that none but bankers and bullion 
dealers would see the face of gold. Again, provision 
that the selling price of gold woidd be higher than its 
buying price, cheaper in London than in India, clearly 
meant that the old game of utilising India’s gold and gold 
does for the bencB^f the London money market would 
be continued. TKe Savings CertiOcates system was a poor 
response to the popular demand for gold coins. Again, 
popular susj^cion was^rther strengthened by the recom- 
mendation ioc the IdS^netizatum of the existing sove- 
reigns, while no such action was. thought necessary for 
estaUishing the Gh)ld Bullion Standard in England. Thus, 
the Gold Bullion Standard failed to remove the deep-ipot . 
ed public suspicion r egarding the Qovemmentf s cnrrenCT> 
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policy nnd came to be regarded as a sort of comouflaged 
Gold Exchange Standard of the pre-war brand^ 

The problem of the Ratia 

Having thus disposed of the inroblem of monetary 
standard, the Oorrency Commission next turned to the 
problem of the stabilisation of the exchange. The Commis- 
sion recommended the adoption of the Qd. ratio., as 
they believed that at that rate the rupee prices had already 
been adjusted to world prices. The c onolusion was drawn 
^rom the following fact s : 

0) From December 192<! to June 1924, the rupee 
price-level ranged round a moan of about 176, and the 
exchange stood at about Is. 3d. gold. ^ 

(ii) h'rom July 1924 to June 1925, the rupee price- 
level declined to 157, while the exchange rose to JsjSd. 
gold. 

(iii) Since June 1925, while the exchange remained 
roughly at Is. (>d. gold, the rupee price>level also remained 
stationary at 158 and showed some tendency to decline 
with declining prices. ^ 

\ As the world price-level had been nractjc^j ly 
staB onary since December 1922, while Indian prices had 
been continually declining accompanied by rising 
exchange until the level of 158 was reached, after which 
both the price-level and the exchange rate continued to be 
staUe, the only legitimate conclusion was that an adjust- 
ment was reached at the Is. 6d. ratio. J, 

* The Commistion also sought to justify the Is. 6d ratio 
by the following aubtidiary arguments 
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(a) ^8 exchange and prices had been steady for a 
consideraUe period, there is a prima facie jnstifieatiaa for 
the assumption that wages had already been adjusted to 
the price-level. The Commission coulJ atTeast dte the 
case of the Indian Jute industry as a proof. Similar 
optimism could not perhaps be felt os regards the Indian 
Cotton industry or the Iron and Steel industry. But then 
the fault lay with the mant^ers and not with the ratia 
In any case, it was unjust to effect a concealed reduction 
of wages. The Commission idso maintained that the 
comparatively high rate of Is. 6d. would enable tlie 
Government to resist the demand for higher salaries on 
the part of Government servants. 

(b) The Commission also examined the effect of this 
new e xchange rate on var i ous tyt»eH of debtors and 
c redito rs. First, as regards land revenue, the Commission 
‘admitted that in many cases land revenue settlements 
had already taken place when exchange stood at Is. 4d^ 
t.e. when the value of the rupee was comparatively lower. 
The raising of the value of the rupee to Is. 6d., might, 
therefore, appear to impose an additional jbnrden on the 
cultivating tenants. The actual, burden, however, the 
Commissioners argued, would not be much heavier ns a 
great rise in prices had already taken place, thereby 
lightening the burden on the rent-paying classes. Lastly, 
with, regard . to ordinary deto, the CominissioB argued 
that most of these debts had bemi contracted dnringthe 
last 7 or ^ years during which the exchange generally 
stood at levels higher than fo. 44- and ay such the uev 
mte would not affect the debtors at alj consideral%^, . , 
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(c) Lastly, the Commission also proved their case 
aegatively by referrin g to the popular arguments in favour 
of the Is. 4d. ratio. The principal popular objection was 
that the exchange stood at Is. 6d. for too short a period to 
justify the hope that complete adjustment had already 
taken place between the Indian and the world prices, and 
that even this relative exchange stability was due to 
the Government’s manipulation. The Commission retorted 
that even if manipulation was responsible for the establish- 
ment of the new rate, that was no reason why the new 
rate should not be adopted. Secondly, even if complete 
adjustment could not be claimed for the Is. M. ratio, the 
only considerable adjustment that had taken place was at 
I’s. 6d. and not at Is. 4d. The Commission concluded their 
observations with the remark that a restoration of the 
pre-war Is. 4d. ratio would impose a serious burden on 
consumers, the poorer sections of the literate classes who 
had fixed money-incomes, the wage-earners, as well as 
the Central and the Provincial Governments. 

A 

Sir P. ThakurdM's Minute of Diiaent 

Sir Purshotamdas Thakurdas in a vigorous Minute of 
Dissent severely critici7.ed the Majority’s recommendation 
of the Is. fid. ratio. He first accused the Government of 
effecting great currency contraction in order to raise up 
the exchange rate. He also denied that adjustment had 
taken place at the proposed high rate. Hence the new 
ratio involved a serious burden on Indian exporters and 
manubicturers alikei while it conferred a bounty of 
on British exporters to India. He fuithw observed that 
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the new ratio would invdve an additional burden on 
our debtor class, mostly agriculturists, carrying the burden 
of old debts contracted during the period of the la. 4d, 
ratio. As regards Governmental finance, the savings to be 
effected in the Government’s sterling obligations were 
likely to be largely offset by losses on account of the 
lower income-tax and customs revenue which would follow 
from the reduced income of the Indian {voducers. The 
unmerited benefit to the lower middle class people who 
constituted not more than 21% of the Indian population 
would hardly justify the imposition of an altogether un- 
merited hardship on the remaining 79%. As regards 
labour, the existing level of wages was sufficiently high 
on the Commission’s own admission to cover any possible 
rise in prices which might be brought about by the Is. 4r/. 
ratio. Above all, labourers would secure better employ- 
ment under 1.^. 4d. Lastly, Sir PurshotamadH.s contended 
that if all other countries including England thought it 
to be advisable to restore the old par of exchange inspite 
of great war-time disturbances, there was absolutely no 
reason why in the case of India a higher |iar o( exchange 
should be chosen. 

Critical evaluation of the Ratio controversy. 

The Ratio controversy engendered a great deal of heat 
and bitterness among the controversialists of both the 
aides, and it is only natural that in the heat of the -debate 
sound economic princiides were often forgotten or distor- 
ted. The most important question that had to be settled 
was whether rnpee prices were adjusted to world prices 
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at 1«. 6d. The Majority of the Hilton Young Commission' 
no doubt believed that such an adjustment had taken 
I'lace^ but that belief was not based on indubitable facts. 
Index N umbers , as the Currency Commission admitted, 
are not an unreliable guide always and in the particular 
case of India, they were oven more unreliable because of 
the imperfect method of their compilation. Moreover, the- 
Commission had to admit that wages in the Cotton and i n 
the Iron and Steel in dustry bad not been adjuste d. Simi- 
iKriy, the (Jommission could not prove the adjustment of 
agricultural wages. As regards contracts, the Commission' 
had to take shelter under the questionable assumption that 
the bulk of the contracts came into existence during tlie 
lieriod of exchange uncertainty following 1917 and us such 
would not be affected by the new ratio. But this assump- 
tion'was certainly a bold one and manifestly incorrect withi 
rogard to many long-term obligations of the ryots and other 
classes. Again as regards land settlements , the Commis- 
sion held that the burden of land revenue had beeU' 
Rghtened by the rise in prices during the war and the- 
Post-war i)eriod and ns such the new rate would, not 
affect the agriculturists. Wc might, however, point out 
that it did not lie in the month of the Commission to seek 
to condone the concealed increase in the burden of the 
land-revenue, while condemning the concealed reduction* 
in wages which, in their opinion, the adoption of the Is 4d. 
ratio would have involved. Similarly, the Commission’s- 
argument that the Is. 6d. ratio would help to stabilise the 
Government’s budgets, as that would enaUeihe Govern- 
ment to resist the p^lar clamour for increased salary^ 
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is somewhat irrelevant and unconvincing. The argument 
of supposed benefit to the low paid literate classes is 
similarly beside the point. 

If the Currency Commission's advocacy of the 1«. dd. 
ratio was not very sound, the popular case for 1/;. 4(1. w as 
similarly presented in a somewhat muddled fashion . 
Too much seems to have been made of the fact of the 
prevalence of 1^;. 4d. rate over a long period of time before 
1917. The protagonists conveniently forgot the various 
far-reaching iirice changes brought about by the war-^ 
time and Post-war disturbances. Again, they accused 
the Government of manitnilating the exchange by means 
of currency contraction. If, however, their accusation is 
correct, certainly the case for l,s’. iW. ratio becomes all 
the more strong. Indeed, if manipulation is a ten’lbh; 
crime, the Government was guilty of the same in 18951 for 
bringing into existence the Is. 4d.< which was now 
acclaimed to be the natural rate of exchange. There w as, 
no pa rticular .sanctit y attaching either to Is . 4tl. or 1*. 6(1 . 

' Ow cODclusion~is that the ratio question should not 
have been settled in such great haste. The Governmen t 
should have followed the policy of "masterly inactivit y*' 
for some time loiter, in order to allow a more complete 
adjustment to take place between the Indian and the 
world prices. It also appears that the Government was 
so mewhat unduly anxious to raise the rate of exchange 
In the interest of the central budget and Burop^n 
commerce. This is certainly highly objectionable. If 
iitftnipnlii5 nn is at all justified in such mattors, that 
manipulation should have been employed for thepurposer 
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•of propping up the pre-war ratio of 1«. 4d. A country's 
'Currency standard should generally be regarded as the 
last thing to be altered by a legislative act, for the simple 
reason that the currency unit is the basis upon which all 
relations between debtors and creditors are deter mined. 
An altered ratio, whether in an upward or in a downward 
direction, is bound to affect adversely some interests or 
others, while conferring a wholly unmerited benefit upon 
some somw* other class or classes. The Hilton Young 
Commission, therefore, must be charged with the guilt of 
having made a wanton and altogether arbitrary interfer- 
•enoe with our monetary standard and that too laredomi- 
nently in the interests of the foreigners. 

‘^he currency Act of 1927. 

The recomendations of the Hilton Young Commission 
as regards Indian monetary standard and the exchange 
.ratio were fully accepted by the Government and were 
embodied in the Currency Act of 1927. 

By that Act the ratio of la. fid, was establishetl, subject 
.to certain minor deviations. The Government undertook 
to buy gold in unlimited quantities at the Bombay Mint 
tit the rate of Rs. 21-3-10 per tola of fine gold, provided a 
minimum of 40 tolas fl5 os) was offered. Similarly, the 
Government undertook to sell gold at the Bombay Mint 
•or at the option of the Government, sterling at Ijondon at 
4;he rate of Rs. 21-3-10. per tola of fine gold provided a 
minimum of at least l,06r> tolas (400 os) was demanded. 
The Government selling for sterling was fixed at Is. 
^Hd, the difference being due to the cost of teansportation 
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:{roiii Bombay to London* Sovereigns and half-sovereigns 
were demonetized! but the Government undertook to 
>Teceive these coins at all currency offices and. treasuries at 
the rate of Rs. 21-3-10 per \iola of fine gold or Rs. 13-5-4 
per full weight sovereign. 

The Currency Act of 1927 established fully the Sterlin g 
Exchange Standard, though it authorise d, the G o vernm ent 
^ to establish the Gold Bullion Sta ndard as well. This view 
appears to be the most correct description of the new 
situation created by the Act, as the Government could 
sell gold or sterling according to its own option. There 
was no compulsory obligation on the Governm ent to s ell 
gold in unlimited quantities and as such it can not be 
pro nounced to be a Gold Bullion Sta ndalfl'^perr AgaiiiT 
'the fixaticm of a much higher minimum for sellihg gold 
'than for buying gold, shows that the Government was 
more anxious to withdraw gold from the public than to 
satisfy the public demand for gold. The demonetizatiou 
• of sovereigns and half sovereigns also points to the same 
conclusion. On the other hand, for the first time the 
Government undertook a statutory obligation .with regard 
'to the sale of sterling. This hotch-potch Gold Bullion 
cum sterling exchange standard continued to function 
till September 21,1931. On September 20, Great Britain 
was forced off gold. On t he 2l8t September, the Governor 
General issued an ordinance suspending the operation of 
Tthe obligation to- sell goM o r stwfluML- On the very same 
day, the Secretary of State announced the retention of the 
1 a fid. sterling raria On the 2tth instant another ordt- 
.fumee was pnminlgated whereby a eonirMed steriing 
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exchange standard was established, as it was declared 
that sterling hence forward would be sold not to all and 
sundry but to some recognised banks and for specifin 
proposes. Thus the much* vaunted Gold Bullion Standard,, 
representing the latest and the most refined conception 
of the Gold standard proper, which the Hilton Young 
Commission so solemnly recommended for India and 
which the Government of India so solemnly claimed to- 
havc established, vanished away like a ghost once it 
became known that Great Britain had been forced off gold. 
The factors that drove England from its moorings on gold 
did not operate in India at all. If the Government ever* 
sincerely believed that India was enjoying the Gold 
Bullion Standard, there was no justification for the Govern- 
ment’s hectic activities culminating in the withdrawal 
of the Government’s obligation to sell gold at its option. 
The truth is that in the Government’s mind India was 
never on gold standard proper. It was a sterling exchange 
standard which had all along been functioning, though, 
after the enforcement of the Currency Act of 1927 it was 
camouflaged as a Gold Bullion Standard. The September 
crisis in England tore off the mask, and a great sincerity 
was restored as regards the Government’s actual policy 
regarding our currency and exchange. 

In^ui Paper currency syetem in the 
Poet-war Period. 

Before passiDg on to a study (d the developments loUow- 
ing the crisis of September 1931, we shall for some time- 
look baokward and trace the history of our paper cnireBcy 
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system since the close of the Great war. We take up 
the thread from 1920 where we broke off in our. previous 
study of the evolution of our paper currency system. 

The Indian Paper Currency Amendment 
Act 1920. 

The above Act can be divided into two {larts : tnmp<h 
mry provisions and permanent provisions. 

Ptrmamnt provisions, 

(a) The metallic reserve should be at least .50% of the 
total reserve. It should be noted that the Babinijton 
Smith Committee recommended only 40% of the total 
reserve to be in the shape of coin or bullion. The higher 
percentage was justified on the ground of India's excep- 
tional cash requirements particularly in the busy agricul- 
tural season. 

(b) Except Rs. 20 crores worth of securities to Ik? 
held in India, all other securities were to be held in 
England and were to be short-dated in character, their 
I)eriod of maturity not exceeding 12 months. 

(c) Rs. 5 crores worth of notes could be issued 
against discounted inland bills of exchange maturing 
-within 90 days. 

(d) The Secretary of State for India was not to hold 
more than k 5 millions of gold in London. 

Tranattory prondont. 

It was not possiUe to give full effect to the recom- 
miendations of the Smith Committee at once« particularly 
•owing to the revaluation of gold and gold securities in the 



590 


INDIAN ECONOMICS 


Paper Currency Res^e necessitated by the adoption of 
new ratio of 2s. gold. The mettalic reservet thereforof 
could not be 50 per cent for some time. It was aceordmg' 
ly laid down that the invested portion of the reserve 
should stand at Rs. 85 crores. But even this amount 
of securities was not available as a large quantity of 
sterling securities had been sold to meet the obligations 
arising out of the sale of Reverse councils. Hence it was 
decided that the Government of India should create some 
securities for that purptvse which would be reduced and 
ultimately willed out and replaced by sterling securities' 
with the help of the profits of fresh coinage ; the interest 
on the securities in the Paper Currency Reserve, the 
interest on the securities in the Gold Standard Reserve 
when the latter fund exceeded £40 millions, and the- 
intcrest on commercial bills of exchange deposited with 
the controller of currency as security for the temporary 
issue, lu actual practice, however, the Finance Act of 
subsequent years diverted these sources of income to- 
revenue purposes owing to the Government's general 
budgetary difficulties, .although in 1921-22 the excess in 
the Gold Standard Reserve was utilised for the extinctioa 
of the ad hoc securities. 

The Hilton Young ComnuMiWa recommendations. 

The Hilton Young Commission recommended the 
following far-reaching changes in the Indian Phper 
Currency Reserve, particularly because of its fundamental 
recommendation of the Gold Bullion Standard for 
India, 
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(a) There should be no obligation on the part of the' 
Government to convert notes into silver rupees which' 
were little better than notes printed on silver. This would 
remove the danger from any subsequent rise in the price 
of silver. It would also save the Government from the^ 
expense of maintaining huge silver reserves in addition to- 
gold reserves required by the adoption of the Gold Bullion' 
standard. The Commission, however, laid down that the 
above rule as regards the convertibility of notes into gold 
bar rather than silver rupees should apply only to the new- 
notes that would be issued and not to the old notes. The 
Commission also stressed the desirability of converting 
all notes into rupees if so required by the public At the 
same time, the Commission recommended the printing of 
onc*rapee notes, which would be recognised as full legal 
tender, and not legally convertible into nii)ee coins. It 
would be a statutory obligation on the Currency Authority 
to convert all notes except one-rupee notes into notes of 
smaller denominations or rupees at the option of the said 
Authority. 

(b) Secondly, the Currency Commission recommended 
unification of the Paper Currency and Gold Stand.ard 
reserves. These two Reserves had practically been 
utilised like a common fund and as such their separate 
dengnations were meaningless. Moreover, the Commission 
recommended the Proportional Reserve system in {dace of 
the existing fixed fiduciary reserve system. The minimum 
reserve in goM and gold securitieB was laid down as 40 
pmr cent, although the Currency Anthority should izy to 
maintain a reserve ratioof d0to60{)er -cent. ThegoU 
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'holding flhould come to 20 per cent as soon as possible, 
and to 25 per cent within ten years. The Government 
was asked not to lose any opportunity for fortifying the 
gold reserves. At the same time, the silver reserves 
should be reduced over u period of ten years from Rs. 85 
orores to Rs. 25 crores. The remainder of the Reserve was 
. to be ke|>t in the shape of selMiquidating trade bills and 
'Government of India securities. The amount of the 
securities was not to exceed the quantity of notes that was 
not likely to be withdrawn from circulation phot such an 
amount of securities the sale of which would not disturb 
the Government’s credit. 

' The currency Act of 1927 and after. 

The Currency Act of 1927 made Indian notes conver- 
' tible into gold bar or sterling at the option of the Govern* 

. ment, provided a fixed minimum quantity of notes was 
• offered. The crisis of September 1931, however, removed 
- the gold iKirity of the rupee and as such currency notes 
ceased to be convertible into gold. Since then notes are 
legally convertible into sterling and that too subject to 
certain restrictions. The establishment of the Reserve 
Bank of India in A|nil 1935 has not made much .altera- 
tions in this respect although the Reserve Bank is 
required to convert all notes into rupees pending the adop- 
tion of a more permanent monetary standard. The Reserve 
Bank, however, has been able to unify the Paper Currency 
and Gold Standard reserves. The Hilton Young Commi- 
■ ssion’s recommendation for the issue of one-rupee notes 
' with full legal tender power, however, has not^yet been 



IXOTAN CUAftENCr AND EXCHANGE 


593 


£iven effect to, largely owing to the lack of popular 
confidence. (For further details regarding the present 
imsition vide the chapter on Indian Banking system). 

Purchase of sterling by Public tender. 

In the pre-war period the main responsibility for trans- 
ferring funds from India to London lay witli the Secretary 
of State for India. As wo have already seen, the India 
Secretary used to sell Council Bills or Telegraphic Trans- 
fers in London for sterling offered in London, payable in 
rupees in India. Thus by one stroke, so to say, the British 
debtors’ obligations to Indian creditors and the Govern- 
ment of India’s sterling obligations were cleared off. In 
1923-4, however, some alterations were introduced in the 
method of remittances. Weekly sales of Council bills, of 
course, continued, but the sale of Intermediaries at higher 
.rates by the India Secretary was stopped. Instead, the 
Government of India began to purchase sterling from the 
Exchange Banks and other private financial houses 
through the agency of the Imperial Bank of India. This 
method was even more extensively applied *in 1924-23 
when the sale of Council Bills was abandoned as a princi- 
,pal method of remittances from India, Ciouncil Bills being 
sold only when there was a steady and continuous demand 
for them. In 1923-26 the sale of Council Bills did not take 
place at all. The Hilton Young Ciommission recommended 
the purchase of sterling by competitive public tender and 
the publication of the weekly returns of such purchases. 
That recommendation 'has been given effect to since April 
1927. Tenders axe invited on one day in the week, 
38 
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usually on Wednesday, simultaneously in Calcutta, 
lioinbiiy, Madras, and Karachi and the amount allotted 
to each rate is published on the following day. Inter- 
mediaries are also on offer at those centres on the other 
days of the week at a rate l/82d. above the highest rate 
at wliich tenders were accepted on the previous day. 

I'p to March 31, 1935. the Imperial Bank of India was 
the agency through which the Government of India pur- 
chased sterling. Since April 1, 1935, however, the Rc8cr\’e 
Bank of India has assumed solo responsibility in this 
matter. This now mctliod has generally been regarded 
as a distinct improv'cment on the old Council Bills system 
on the groiuid that the Government of India <‘nn secure 
better terms for the purchase of sterling, as e.xtensive 
purchases may be restrieted to those iwriods when the 
lute of exchange is favourable to India. At the same 
time, exchange may be iirevented from rising beyond the 
fixed par. whenever there is an intense demand for rupees. 
The Kxchange Banks are also benefited as they can- 
supply the necessary sterling for ruiiees in India out of 
their balances in the Bank of England. They replenish 
their sterling resources when the Indian £x{)ort Bills 
(payable in sterling) they have discounted mature. Thus 
the exiiort trade of India is financed and the Government 
of India’s sterling obligations are liquidated on favourable 
terms. 

On the other hand, however, it may be mentioned that 
this new method is as much liable to abuse as the idd 
Council Bills system.- Sterling ntight be (miohased at 
-rates less-faroutable then what we could have obtained 
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if there was no anxiety to prevent the flow of gold into 
India, or if there was no anxiety to help British merchants 
and the Euroi)ean Exchange Banks. A truly nationalistic 
Reserve Bank may, of course, remove this possibility of 
manipulation. But India Is not on gold since the cstab* 
lishinent of the Reserve Bank and as such we can not 
make any comment on this matter. 

Another criticism that has been levelled against the 

purchase of sterling in India may be summarised as 
follows : Since the demand for rupees comes from India’s 
foreign debtors, London, which is one of the world’s 
greatest monetary centres, is the most convenient place 
where the foreign demand for ruiwes exhibits itself in the 
most concentrated form. Accordingly, the purchase of 
sterling in India and at four distinct C/entres may not only 
inconvcnieuce foreign merchants, but also may dct)rlvc 
India of the most favourable terms of exchange. The 
argument of inconvenience, however, does not api>ear to be 
vei7 valid as foreign merchants discharge their obligations 
to India with the help of Exchange Banks which have 
proper establishments in India. Again, the importiinc'c 
of Ijoudon as a world’s monetary centre should not have 
much relevance to the present problem of remittances. 
As India is nonnally a creditor country, it is only proper 
that our remittances abroad should be regulated in Indiu 
and in the full light of publicity and by an Indian banking 
Authority. It is a great gain to us thai the India Secre- 
tary, surrounded by British business and financial 
interest, is no longer in charge of the rate (rf exchnngtf. 
We thinfc; however,- that if fienderii W(^ invited intone 
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single centre, preferably Bombay, better terms might 
have been secured. Under the present arrangement, the 
demand for rupees shows itself in a dissipated form and 
and as such we may not get the best terms always. 

The linking of the Rupee to Ste rling . 

We have already noted elsewhere how during the crisis 
of September 1931 which forced England off gold, the 
Govcrnor^eneral at 6rst issued an ordinance absolving 
the Government from the obligation to give either gold or 
sterling against rupees, how the India Secretary announced 
his decision to maintain the existing rupee>sterUng ratio, 
and how the Governor-General by a separate ordinance 
committed India to a coiUrolled rupee-sterling exchange. 
Since then, although_ sterling has depreciat ed much in 
t erms of gold, the rnnee-sterling exchange ratio has been 
maintained at Is. 6d. We summarise below the principal 
advanti^es claimed for this arrangement as well as the 

it. 

(1) As India has to discharge huge Home Charges 
every year and further as India has to raise sterling loans 
hrom time to time to repay old loans, it is only propw that 
the rupee should be linked to sterling. The abandonment 
of the link can only mean the exposing of the Government 
of Indian s budggt to the gamble in exchange. It will also 
be impossible fw India to raise loans in the London money 
market. 

(ii) India’s trade witii the United Kingdom and the 


princip^riticisms levelled against 

advantages claimed. 



IKDIAN CURRENCY AND EXCHANGE 


597 


remainder of the sterling bloc represents a consideraUe 
part of her total international trade. The linkine of the 
rupee to sterling will safeguard at least this part of India’s 
foreign trade. 

(iii) As sterling has deiveciated in terms of gold, the 
rupee has automatically depreciated to an equal extent 
thereby conferring a bounty on Indian^ exports to the 
conntries on the gold standard. 

(iv) Indian imblic opinion had demanded the restora- 
tion of the 1$. 4d. gold ratio. That has been more than 
secured by the linking of the rupee to sterling at 1$. (xf. 

^^riticisms. 

(i) Great Britain was forced off gold for reasons 
peculiar to her own economic conditions. There was 
absolutely no reason why India also should aKndon the 
so-called Gold Bullion standard , although there was no 
particular strain on her exchange at the time. 

(ii) Even if the maintenance of the Gold Standard 
was no longer possible or desirable for India, there was n o 
reason why the rupee should have been linked.to sterling . 
The depreciation of the sterling from time to time was 
determined by Britain’s economic conditions. There was 
hardly any justi6cation for thinking that what was good 
for Britain was also automatically good for India as well. 
The sterling exchange, if it conferred a bounty on Indian 
exports to the remaining gold standard countoim- wi& 
which India bad no considerable trade also constituted a 
large degree of Imperial I^eience to Great Britain in the 
Indian mariret compared to the gold standard countries. 
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TInia Indians import trade from tho gold staudar J 
fioiiiitriea Buffered for the benefit of British tr adcra. 

(ii) If the nipeo was under*valncd in terms of gold, it 
was over- valued in terms of sterling, while the yen and 
some other currencies were nnder-valued in terms of 
sterling owing to their greater depreciation. Thus India’s 
export trade with Japan and some other countrie s 
continued to su ffer. 

(iv) Above all, India was deprived of the freedom to 
regulate her currency and e.xchange according to her own 
judgment and in the best interests of her own economic 
system. It was preposterous that the City of London 
should continue to dictate our currency standard and 
exchange ratio in order to suit British interests. The 
India Secretary’s action clearly demonstrated, if any such 
demonstration was at all necessary, the hollowness of the 
Gold Bullion Standard so ostentatiously recommended by 
the Hilton Young Commission. The partnership between 
the rupee and the sterling since 1898 has always been a 
fon;ed one and has on many occasions proved to be a 
disastrous one too for India. It is a pity that there is no 
divorce. 

(v) Lastly, th e linking of the rupee to sterling has 
been the most important f actor responsible for a huge 
exporTbf gftld out of indiit in recent times.^ 

The export of goM from India. 

The linking of the rupee to sterling since 1931 has been 
followed by an unexpected and even unprecedented pheno- 
menon of gold exports from India. The total value of 
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'exported gold stood at Rs. 274 crores iu June 1936. Since 
the earliest days, India has been regarded as a sink for 
gold. It was only after September 1931 that the tide was 
reversed and India began to export gold on a large scale to 
the utmost relief of the Government of India and general 
rejoicings of the British Government. Indian nationalist 
opinion naturally stood aghast at this spectacle of gold 
outflow on an unprecedented scale at a time .when all other 
countries of the world were trying their utmost to conserve 
and if possible, to increase their gold reserves. As a large 
quantity of this exported gold reixesented “distress’* gold, 

gold dishoardings by private persons who wanted to 
replenish their private exchequer exhausted by prolonged 
trade depression and resultant unemployment, public 
opinion in India took an even more gloomy view of the 
new development, .^s London was the usual destination 
of our e.Y|K)rted gold, many patriotic Indians thought that 
the rupee was linked to sterling with the deliberate object 
'Of draining away India’s private gold reserve for the 
benefit of the London money market. Accordingly a huge 
clamour was raised both by public men and /‘ommcrcial 
bodies urging the prohilntion of gold export and the State 
purchase of the private gold offered for sale on account of 
the higher rupee prices of gold. In making the last request, 
ipeople could invite the authority of the Hilton Young 
Oommission which had advised the Government to lose no 
opportunity to increase its stock of gold for the nltimate 
ostaUishment of a full«fledged gold standard. 

The offidd view 

The official attitude however, was one of the snpreme 
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complacency. It was pointed out that gold was exiiorted^ 
just because the rupee inrice of gold had risen up following- 
the de[)reciation of the sterling and therefore of the rupee- 
compared to gold. It was perfectly natural that gold 
would be sold by all persons who had private gold hoard- 
ings in vew of the phenomenal rise in its price. Even if 
it was admitted that the great bulk of the gold represented' 
'‘distress” gold, certainly nobody seriously thought that 
the distress of the people could best be alleviated by 
declaring an embargo on gold export whereby the value of 
gold would be forcibly reduced. If London was the- 
general destination of our exported gold, that was because 
of London’s pre-eminence as a world market for gold. 
Moreover, the gold that was exported to London at tho 
first instance did not necessarily stay at London for a- 
long period of time, owing to the triangular nature of< 
international trade. It was preposterous that anybody 
thought of stopping the free outflow of gold particularly 
when gold was going out as a commodity on the import 
of which alone there was no protective duty or any other 
restriction in any country. It was regarded as a great 
blessing to India that an inert metal was at last converted, 
into useful currency which would go a long was towards 
the mitigation of monetary stringency in India. Moreover^, 
the outflow of gold took place at a time when India was 
faced with an unfavourable balance of accounts and as. 
such it was largely responsible for converting India into a 
creditor country from a debtor country, thereby making the 
rate of exchange favourable to ns. Another welcome con- 
sequence of our gold export was to increase the world’s- 
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stock of gold just at the moment when the world was ex- 
periencing a genuine shortage of the yellow metal. It seem- 
ed as if a new gold mine had been discovered to redresa 
the balance of the old gold mines which were exhibiting 
increasing niggardliness in the face of increased demand 
for the precious metal. Further as regards the ixoposal for* 
Governmental purchase of the private gold offered for sale, 
it was pointed out that the time was anything 'but 
opportune. A high price of gold in terms of rupees was 
not the ideal time for the purchase of gold by the Govern- 
ment even for increasing our Currency reserve. 

Lastly, it was observed that inspite of huge gold 
exiwrts, there still remained a large quantity of gold in- 
private hands and as such the gold exports did not 
imply any considerable exhaustion of India’s total gold- 
resources. 

Conclusion. 

Although we dp not accept in its entirety the- 
popular view that India’s gold export was deliberately 
provoked by the Government by linking t^e rupee to- 
sterling while sterling itself left its moorings on gold, 
we do not believe that the Government was fully 
justified in assuming its role of a smiling spectator 
while ev«y week recorded the shipments of huge quan- 
tities of gold. The export of gold was not, as Professor 
Adarkar has explained it to be, a normal and legitimate- 
economic phenomenon occasioned by the fact that we have 
been off gold and that there have not been any restrictions 
on (be import of gold in any country. England was also off: 
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^(>1(1, but we have not heard of any such huge export of 
gold out of England. On the contrary, the Bank of England 
appears to have replenished its reserves of -gold at India’s 
expense. Public opinion in India has always chimoured 
for a gold standard with a gold currency and ns the 
main obstacle to the fnlfilnicut of that desire has been 
ropresested to be the ditficiilty of {irocuring suiiicicnt 
quantities of gold, the Government of India should have 
ptirchased the dishoarded gold instead of allowing it to flow 
out to liOndon. No greatt^r inflation would have taken 
place if the Government directly purchased gold instead of 
allowing foreigners to purchase it with sterling against 
which the Government had to release equivalent rupees 
and rupee notes owing to th<> obligation to maintain the ex* 
' change mtio. Again if gold was exiwrted as u simple com- 
modity, the U.S.A. and Frsmeo, the only imi»ortant coun- 
tries still resting on gold, rather than London should have 
been the destination of India’s gold. Professor Adarkar 
explains this fact by observing that the rupee was over- 
valued in terms of gold relatively to sterling. If that was 
so, there was something wrong with the exchange ratio 
which in that case ought to have been abandoned. Again 
while admitting that the rupee was overvalued relatively 
to sterling.. Professor Adarkar has failed to take note of the 
logical conclusion that India’s unfavourable balance of 
accounts in those years was largely due to that overvalua- 
tion, and that the export of gold on an unprecedented scale 
was the most fortunate event which enabled the Govern- 
ment to maintain the artificial exchange ratio. Thus the 
g old export was the symtom of a pathological development 
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ia the country’s balance of international obligations und 
ns such there was nothing to rejoice over. A truly 
nationalistic Government would never have sermonised 
over the beneOts to India and the whole world that would 
follow from the free outflow of gold. On the contrary, it 
would have gone to the very root of the matter to find out 
-the cause of India’s unfavourable balance of accounta for 
applying the rightful remedy. It is of course easy to 
understand that when, there is a great rise in the value of 
gold in terms of a depreciated currency, there shall be a 
rush for the sale of privately hoarded gold, whether out of 
distress or not. Less, easy, however, is it to understand 
why that gold should be allowed to go out of the country 
particularly if the home country has any desire to re* 
establish the gold standard in the future, or why should 
that gold migrate to another country based upon i>aper 
with whom the home country is linked by a fixed ratio. 

The recent development of the ratio controversy. 

The New York speculative boom of 1929 was a very 
limportant landmark in Post-war economic development. 
The federal Reserve Bank of New york, in order to 
arrest the high speculative fever, raised the Bank Rate 
which had a drastic deflationary effect both in the U. 8. A. 
and abroad. There was a ccdlapse in the American stock 
Exchange and a heavy fall in prices. On the .other 
hand, the high Bank Rate in the U. 8. A. resulted not 
only in a withdrawal of American funds invested in 
Eorope but also in a virtual flight of capital from 
several European countries. Accordingly, European 
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Central Banks raised up their own Bank rates which* 
had the effect of reducing their own price-levels to an 
unprecedented extent. Thns the world economic depres- 
Hion began. All important countries except the U. S. A. 
and France, were virtually forced to abandon the 
Gold Standard. It was exixseted that in a pai)cr regime 
prices would gradually look up. But that expectation 
was doomed to disap[)ointment. The downward move- 
ment of iniccB both of manufactured and of agricultural 
goods continued, although prices were higher in the 
"paixsr bloc” than in the ‘‘gold bloc’. To meet the new 
competition from the countries on depreciating paper, 
the U. S. A, inspite of its huge stock of gold, abandoned 
the Gold standard for some time aud then restored it on a 
devalued basis, the dollcr being devalued by nearly 40%. 
France alone bravely pulled on chiefly because the Post- 
war franc was itself a devalued franc, Ultimatelyr 
however^ France had to devalue her franc much further, 
before equilibrium could be restored in her balance of 
foreign indebtedness. Afterwards a Tripartite Monetary' 
Agreement was signed between England, France and the 
LI. S. A. whereby relative exchange stability has been.* 
uchieved between sterling, dollar and franc. 

Such then is the general back-ground against which 
we must place the problem of devaluation of the Indian' 

fo r dewlmtion. _ 

Since 1931 the Government of India had to eflTect 
much contraction of currency owing to the flight of capital 
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from India caused by the world economic crisis in general, 
and the political crisis in India in particular. This 
•contraction was effected by the raising of the Imperial 
Bank Rate, by the sale of Treasury Bills ns well as 
by a partial withdrawal of rupee circulation in India. 
Inspite of these drastic steps, the Home Charges had to 
be met by transference of sterling from the Indian Paper 
■Currencey Reserve in London to the Treasury balance of 
ithe Secretary of State for India as well as by fresh 
sterling loans. All these show that the Is. 6d. ratio was 
>no longer the normal ratio, even if it ever had been so, 
in view of the altered circumstances all the world over. 

(2) The huge gold exports from India since England 
abandoned the Gold standard and India was linked to 
•sterling, whereby it has been possible to maintain the 
■existing exchange rate, also indicate the highly unsatis- 
factory character of the existing exchange ratio. The 
disappearance of our normal export surplus must be due 
to the over-valuation of the rupee. It is therefore imper- 
ative that the rupee should be devalued at the earliest 
possible moment so that India might regpin her lost 
foreign markets whereby alone we can restore the normal 
basis of our international economic relationships. 

The case against devaluation* 

(1) While Indian commercial opinion has been cla- 
mouring for devaluation, the Government spokesmen 
maintain that no case has been made out for a redaction 
of the exchange ratio, lathe first place, the rupee has 
already been devalued along with the gradual depneia- 
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tioii of the Hterling, so that Is. 6d. sterling today means 
an even lower value than the old Is. 4d. gold which was 
formerly claimed to the natural exchange' value of the 
ruiwe, 

(2) Secotulty, the extra-ordinary currency and credit 
contraction effected by tlie Government of India as well 
nt> fresh borrowings in the London money market, by no- 
means indicate any fundamental disparity between the 
external and internal values of the niiwc. They are of 
tlie nature of emergency measures wiiich every country 
has to adopt in times of extra-ordinary difficnlty. Had 
tiu're been an indei)endent Central Bank in India, it 
would have followed the same line of action and then* 
would not have beem any public disapproval. It was 
bticanso of the Government’s peculiar ixwition as the 
Currency Authority and as the greatest oiK^rator in the 
foraigu exchange market that public misunderstanding 
had been aroused. It was also i)ointed out that the 
Government had to res«>rt to extraordinary measnres 
during 1907>8 in order to maintain the Is. 4d. ratio, but 
nobody had then thought it fit to accuse the Government 
of mauipnlation 

(3) Lastly, ns regards Gold Exports, we have already 
seen, how the Government explained the phenomenon as a 
iwrfectly natural and desirable economic phenomenon 
which was due to the simtdo fact that we were off gold. 
The Exchange rate as such had nothing to do with it. 
Concluding obtorwotiont. 

It is difficult to resist the impression that both the 
chnmiaons and opponents of devaloation were > actuated 
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more by bias and pre-conceived notions than by calm^ 
economic considerations. The shrinking foreign trade of 
India as well ns the unprecedented gold exports were only 
too Ciisily regarded as proof positive of the over-valuation < 
of the rupee by the devaluationists. The Government, on 
the other hand, was infinitely relieved when the private 
export of gold managed the remittance of the Home 
ChnTges at the favourable rate of Is. 6d. It is ditlicult to 
believe that the Government would have felt so much 
enthusiasm for the Is. fid. ratio if there had not boon any 
private export of gold to maintain the exchange. 

Over-valuation means a higher external value of a 
country's currency during any given period comi)arcd to 
its internal value. 

It can be ascertained only with reference to u i)rcvious 
l)criod when the e.xternal and the internal values were in 
c(iuilibriam. The extent of over-valuation can be measur- 
ed by the difference in the percentage rise in the external 
value compared to the average internal value. In the 
ruse of India - that equilibrium [leriod may be said to have 
iwevailed, say, daring 19H6-29 when trade, prodbetiou and 
other economic activities were more or less normal. 

Now the best way of measuring changes in the internal 
value of the rupee is by noting the changes in the con., 
sumption Index Number. But in the case of India there 
is ho such Index Number, the Bombay cost of living 
Index Nttinber being a very erode approximation thereto. 
Dr. H. Sinba in a learned article has advocated reliance- 
on the Calcutta Wholesale Index Number for obr porpoee 
ih the absence of a satisfactory Consnmgtion Bidet 
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^^utnber. We, however, do not think that such reliance 
can be very much useful for our present purpose. The 
prices of wholesale international goods too clearly reflect 
'ihe influence of the exchange rate and as such can not 
indicate the difference between the internal and external 
-value of a country’s currency. Indeed, this is the main 
reason why Keynes rejected Oassel’s Purchasing Power 
Parity theory of foreign exchange. We shall, therefore, 
rely on a combination of the Calcutta wholesale Index 
dumber and the Bombay cost of living Index Number 
for our present purpose, bearing in mind all the time the 
-unsatisfactoriness of the method. Now from 1926*29 to 
1935*36 the Calcutta wholesale price Index Number fell 
from 146 to 91. i.e., by 38% approximately. During the 
•same period, the Bombay cost of living Index Number 
fell from 151 to 102. i. c. by 32% roughly. Indias internal 
inices therefore fell roughly by 35%. During the same 
period, the external value of the rupee in terms of 
commodities and services rose by 40% in the gold bloc 
and by 32% in the sterling bloc. The rupee was there* 
fore over*valued to the extent of 5% in terms of gold, and 
undervalued in terms of sterling to the extent of 3%. 
It was also overvalued in terms of yen and some other 
depreciating currencies. From the above calculation, the 
case for devaluation does not appear to be very strong. 
.But we must remember the unsatisfactoriness of our 
method. Moreover, if we compare the trends of our import 
and export prices daring the same period, we find that 
impmt prices were on the whole appreciably higher than 
(the export prices. Although high impwt prices were to 
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■^some extent due to the imposition of protective duties, 
while the Index Number of export prices did not include 
high priced gold export, there is some presumption that 
the rupee was slightly over-valued. But in that case if 
the rupee is to be devalued, there is no question of restor- 
ing the I.'?. 4d. Much waters have flowed down the Ganges 
•since the Is. 4d. ratio has been dethroned. If, on impartial 
•examination, the rupee is found to be overvalued generally 
as it clearly is in terms of gold and gen, it should be 
•devuliicd just to the extent that is nccessiiry for restoring 
the parity between its internal and external value. After 
all, we must remember that when a new and arbitrary rate 
•of exchange is adopted, its unhealthy effects are felt more 
in the beginning than later on. With the process of time 
adjustment gradually takes place, so that after some lapse 
of time, the case for its alteration altogether disappears. 
In 1931 there was a strong case for a revaluation of the 
Indian rupee in view of the catastrophic fall in world 
prices. But the rupee was made to share the fate of sterl- 
ing for political reasons. In 1938 it is more probable that 
rupee prices have been adjusted to sterling itrices. But 
sterling is paper and as such may be altered in value any 
moment. It is, therefore, highly desirable that the rupee 
should not be linked to a foreign paper currency, but 
should be adjusted to the world prices in its own way. 
Devaluation, therefore, should not mean a return to Is. 4d. 
•sterling, but to a convenient parity with gold. 

Fatare of Indian Curroncy 
The Reserve Bank Act of 1934 imposes upon the 
lleserve Bank of India the oU^tion of deeding the 
39 
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future monetary standard for India once the world'a 
currency situation becomes more stable and hopefuU 
VVe propose to indicate here some of the chief considera- 
tions which should guide our choice of the monetary 
standard. 

In the first place, the existing link with sterling has got 
to go. The sterling-exchange standard which has been 
virtually functioning in India since 1S98 with some 
9 years’ break has proved to be highly unsatisfactory in 
character. It gave ns a currency which is neither elastic 
nor automatic, nor safe nor readily intelligible. It has 
boon maintained primarily in the interest of British 
commerce and for tlie sake of the easy payment of the 
Home Charges. It has also been a very valuable instru- 
ment for locking up our gold in the London money market. 
A free India, therefore, can not bless it for a moment. 

If the sterling-exchange standard is to be rejected, the- 
only alternative is some form of the gold standard or a 
managed paper currency standard. A cent per cent 
paper currency, properly managed, is, of course, ideally 
the best. But it requires absolute honesty on the part of 
the Monetary Authority as well as a fairly high standard, 
of average intelligence in the minds of the masses. In the 
ease of India for some time we can be sure of neither. 
Hence we must have some form of gold standard. At the 
some time, however, in view of the world shortage of gold, 
we can not have the luxury of a gold currency. The rupee 
must function as our monetary unit and it is highly 
desirable to popularise one-rupee notes among the masses.. 
On the other band, there must be an adequate quantity of 
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gold reserve io the Reserve Bank of India which should 
be available for making foreign payments whenever 
necessary. The elasticity of the currency system, of course* 
will have to be secured not by the unlimited purchase and 
sale of gold at^ a 6xed price, but by experimental methods 
based upon adequate statistical data. 

If, however, popular confidence in such a highly 
rational system is found to be lacking, the actual circula- 
tion of gold coins should be permitted for some time, but 
the necessary gold should be supplied by the public and 
not by the Monetary Authority. 

LUernally the rupee should not be convertible into gold, 
but for external purposes it should have a fixed gold value. 
At the same time, attempts should be made to stabilise 
the purchasing power of money itself by reference to a 
carefully compiled Consumption Index Number. 

The monetary standard outlined above is not very 
difficult to establish provided there is a real determination 
on the part of the Indian public in general and of the 
Monetary Authority in particular to have a scientific 
currency system. The only conditions precedent to such 
a happy fulfilment are absolute freedom from the domina- 
tion of the London money market and some amount of 
educative propaganda among the masses. Above all, the 
Reserve Bank of India must be bold enough to shake off 
the old conservative notions of a sound currency system 
in order to strike out into new and even forbidden ' paths ' 
for fulfilling all genuine currency requirements of the 
public. 



CHAFfER XXI 

THE INDIAN BANKING SYSTEM 
Historical Retrospect 

Money-lending baainess in India ia almost as old as the 
Rig- vcdic Civilisation, though wo know very little about 
its methods and importance. It is only from 500 B.C. 
onwards that we hear more and more of bunkers or 
f^esthins who wore found in all imiK>rtant trade centres. 
The Buddhist literature is full of references to such 
Srestlrntx. The latter were organized into imwcrful guilds 
which iilayed a very iiu|)ortant part in the communal life of 
those days. Those bankers used to lend money to traders, 
merchants and even to kings whenever the latter were in 
financial difficulties sigainst the pledge of movable or 
inunovable property or personal security. 

' In Kautilya’s ArUtashantra we get detailed regulations 
as i-cgards the rate of interest that might be legally chatted 
from different types of borrowers. For loans given against 
some form of security the maximum was 50^ while the 
maximum for unsecured loans was 60%. The Dharma 
Skastras also laid down that the rates of interest should 
vary according to the caste of the borrower and that only 
Vaishyas could take up banking as their profession. 

, JiVom the 12th century onwards. hu$idis or inland bills 
of exchange became widely used in India. Indigenous . 
bankers not only helped to finance India’s internal trade ; 
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they also financed India's foreign trade. The relatioiRi 
between the rulers and the bankers were very close, 
though in the days of the decline of the Moghul role in 
India, the rapacious rulers did not always keep faith with 
the bankers. Besides the usual functions of money-lend' 
ing proper, the bankers of the Moghul period had also io 
do the profitable business of monoy'Changing, thanks io 
the large number of coins both gold and silver, which 
circulated in the dififerent parts of India. 

It is interesting to note the parallelism between Indian 
and European banking in medieval days. In both cases, 
we find the concentration of wealth in the hands of a few 
bankers upon whom depended both the traders, merchant- 
adventurers and even princes. The position of the Jagat- 
Seths (or world bankers) in India bore a close resemblance 
to that of the Rothschilds in England. 

Indian Banking in the days of the Company 

The English Ageney Houses. 

In the earlier days, the East India Company utilised as 
best as it could the services of the indigenous bankers 
from whom it borrowed funds, and who were even partly 
employed for raising land revenue. The British traders, 
however, experienced great difficulties owing to Jtheir 
ignorance of the language of the indigenous bankers and 
also owing to the latter's ignorance of their methods .of 
trade. Hence the English Agency Houses in Calcutta and 
Bombay beg *" to conduct banking business in addition to 
their ordinary commercial * ttansactions. But it mutt be 
acknowledged in fairness to the early English traders that 
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they ancccBsfally prevented the establishment in India of 
banka on western lines for a considerable period, on the 
ground that the Agency Houses and the indigenous 
bankers were more suited to the banking requirements of 
the country. The English Agency Houses served for some 
time as bankers to the East India Company, the civil 
servants and the European merchants. They possessed 
no capital of their own and depended almost entirely on 
their deposits. They also issued paper money. Soon, 

' however, it was apparent that the Agency Houses could 
not satisfy the growing banking requirements of European 
merchants in whose interests joint stock banks had to be 
established. 

Earliest Joint Stock Banks. 

The first Joint Stock Bank established in India was 
the Hindustan Bank. It was founded in 1770 by one 
of the Agency Houses in Calcutta and its business was 
mainly connected with these Houses. This bank went into 
liquidation in 1832. About 17^5 two more banks, namely 
the Bengal Bank and the General Bank of India were 
established. Both these banks had a rather limited 
career. 

The next phase of Indian banking history was con. 
nected with the establishment of the so-called IVesidency 
Banks of Bengal, Bombay and Madras. The Bank of 
Bengal was the first to be established in 1806 under the 
' nhme of the Bank of Calcutta. It became the Chartered 
Bank of Bengal in 1809. One fifth of its capital was 
subscribed by the East India Company which thereby 
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•obtained the right to appoint three of its directors. A 
civil servant was appointed as its secretary. The Bank 
conducted the Company’s Treasury Bills. Its maximum 
rate of interest was fixed at 12%. In 1823 it obtained 
the right of note-issue. In 1839 it was allowed to open 
branches and to deal in inland exchange but not in foreign 
exchange. 

In 1840 the Bank of Bombay was established and in 
1843 the Bank of Madras. A portion of their shares was 
purchased by the East India Company which thus earned 
the right to appoint some of their directors as well as the 
■secretary and the treasurer. They were also granted the 
right of note-issue though within some limits. All of 
them hiid the monopoly of Government Banking. In 
1862, however, the right of note-issue was taken away 
from all the Presidency Banks, though as com|)en8ation 
they were given the use of Government balances in the 
Presidency towns free of any charge. 

The Bank of Bombay, however, soon entered upon 
foul weather following its participation in the wild cotton 
speculation of 1862-65 which was mainly duejto the Ame- 
rican civil war. It collapsed in 1868, though a new bank 
with the same title was set up almost immediately. 

The failure of the Bombay Bank led the Company’s 
Government to impose some further restrictions on the 
activities of all these Plresidency Banks. Accordingly, 
the Presidency Banks Act was passed. The Presidency 
Banks were prohibited from dealing in foreign exchange 
and from foreign bmcrowing. They conld not grant loans 
lor more than 6 months on the seemity of immovaUe 
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liroperty. They, however, retained the monoiwly of Govern- 
ment Bnukinsr. 

The Presidency Banks, though they fnlBlled their 
purpose to some extent, could not satisfy the need for a 
true Central Bank which came to be felt to an increasing 
extent. Fora long time there were talks, discussions, 
resolutions, memoranda etc. on the subject of the amalga- 
mation of all the Presidency Banks for the puriwse of 
creating a Central Bank for India versus the proposal of 
of a bran-nmv Central Bank. At last in 1920 the ixilicy of 
amalgamation achieved victory and the three Presidency 
Banks of India were amalgamated into the lm{)erial Bank 
of India. 

The Imperial Bank of India. 

The liniHirial Bank at the time of its incci)tion was not 
a full-fledged Central Bank, but it was intended to de- 
velop into one siich. In 192(», however, the Indian Cur- 
rency Commission recommended the establishment of a* 
separate Central Bank to bo known as the Reserve Bank 
of India, while the Imperial Bank was to remain as a big 
commercial bank divested of all its centrid banking 
activities. 

The Reserve Bank of India. 

That recommendation has been accepted and since- 
1935 the Rescr\'c Bank of India has been functioning at 
live centres, namely, Calcutta, Bombay, Madras, Delhi 
and Rangoon. This is the culminating point irf banking 
development in India. So, at last, Indian banks and 
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banking activities have found a co-ordinating central^ 
home which* however imperfect in its arrangement and 
however unsympathetic* as some may be tempted to aay,- 
in its actual working, has nonetheless satisfied a long-felt 
want and is full of possibilities for the future of the 
Indian banking system. 

We shall now proceed to a somewhat detaiknl study 
of the different constituent eleineuts of Indian banking. 


Indigenous Banking. 


In our study of Rural Indebtcdnes.s we have already 
referred to the vast amount of money-lending business 
which is carried on by Indian money-lenders and the 
so-called indigcuons bankers. In the villages where most 
people are cither peasants or ordinary artisans, the Indian 
money-lender is the only fount of credit in as inncli us 
it is not possible for the ordinary commercial banks to- 
advance loans to them on account of their lack of credit, 
their illiteracy, and their scattered existence. The loans 
advanced by the money-lenders are either for short or for 
intermediate or for long terms. In the firsif case, no- 
security is usually demanded, a high rate of interest and 
the threat of physical violence being considered to be a 
sufficient remedy for the risk of non-payment. For long 
period loans, the security of house. Land or ornament is 
usually insisted on. 

Indi genous money-lenders, however, should be distin- 
gu jehed frwn indigenous bankers proper. For, whereas 
'lETlatter receive deposits or deal in hund is, th e former 
do notdr~ioi ^loney-ienders of course, somefiimes use 
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fands temporarily deposited with them for safe cnstody, 
bat this is too rare aad uncertain an event, ^ condl ti, 
while indigenous banker^ financ e trade and indastr y, the 
money-lenders finance consumption primarily. Thirdly, 
indigenes bnnk^ are more vigila nt about the p urjwses 
of any p articular loan than the money-lenders . LasUy, 
repayment is more punctual and the rate o^intt^ifts 
generally l ower in the ease of indigenous banking than in 
'the case of money-lending proper. On the other hand, 
Indigenous money-lenders and bankers a re alike in_ that, 
both are disorgan ized, both are^ scattered and ubiquitous, 
and both are adapt ed to the di fferent traditions, habits, 
•customs and needs of the people. 

Indigenou s money-renders again may be classified 
under two heads — pro/ swwwgl and non-professional. The 
professional money-lender is generally known as Bania, 
Sowcar or Mahajtm, while the non-professional money 
lenders may be land- owners , well-to-do agr i cultari sts. 
merchan ts, ple aders, pe nsioners , jobbers, Sarda rs and 
■ even priests and widows . Again, among the professional 
money-lenders some arc itinerant like the Pathans and 
Kabulis in most parts of the country, Rohillas in the C. P., 
'Qistwals and Tharakkars in the U. P., and Qossams and 
Nagasin Bihar and Orissa, who supply credit to poor 
labourers, factory workers, menials, peons and low-i)aid 
clerks who cannot obtain credit elsewhere. These people 
are notorious not only for their exorbitant rates of interest 
bat also for their tenacity and rough methods whereby 
^ey seenre repayment. 

The non-professional money-lender, especially when he 
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happens to be a land*Iord or a trader, is generally better 
placed than his professional brethren in the matter of 
securing repayments. The land-lord money-lenders are 
especially most dangerous as they get a double hold over 
their tenant-borrowers who have to pay both rent and 
interest and as such are likely to fall into .arrears as 
regards either of these obligations thereby affording the 
necessary pretext for their ejectment from land. 

The Indian money-lenders are notorious not only for 
their cruel exactions, but also for their dishonest |)rac- 
tices. Not infrequently, they demand advance interests, 
presents etc. from the borrowers and in some cases they do 
not even hesitate to manipulate accounts whereby a 
borrower is made to appear to have borrowed a snm mucii 
larger than what he actually borrowed. In brief, th(! 
Indian money-lender fully deserves the api)cllation of the 
village Shylock which Sir Daniel Hamilton has given him, 
although we recognise his indispensability in the present 
rural economy of India. 

Recent meMures for checking the money-lenders. 

Before concluding this subject, however, wo may 
mention that in recent times, thanks to vigorous public 
agitation, the position of the money-lender is becoming less 
and less dangerous. As early as 1879 the Deccan / 
Agriculturists* Belief Act was passed which, as amended 
fa 1997 , enables the Courts to go behind the contracts 
between money-lenders and agriculturists and to modify 
them in favour of the latter by reducing an unreasonable 
nte of intwest, granting facilities for repayment by instal- 



620 


INDIAN ECONOMICS 


meats and by preventing the sale of land unless speciBcally 
pledged as seeurity. The Punjab Land Alienation Acts, 
the Usurious Loans Act and the Civil Procedure Code, all 
these Ijave increased the difficulties of the money-lenders. 

Still more recently, the Punjab Regulation of XScounts 
Act of 1980 , the Bengal Moiiiy^endera’”Art~7»PW3^ tKe 
1J. P. Agrioiiltumts^ Relief Act oT 1934 and the Madras 
debtors’ ProtecRon Act^i934, have been passed for the 
protection of t^iTbOTrowers. Briefly speaking, the Punjab 
Act compels money-lenders to maintain a seimrate account 
for each debtor in the prescribed way, showing the date 
and the inincipnl of the loan, the rate of interest, the 
amount and the date of every repayment, and to famish 
every debtor half-yearly with a statement of account show- 
ing the amount of the loan outstanding and all transactions 
relating to it. 

The Bengal Act provides that (1) where in any suit in 
res|)ect of any loan given by a money-lender, it is found 
tliat the interest charged exceeds 15 and 25% per annum 
for a secured and an unsecured loan resi)cctively,the Court 
shall, until the contrary is proved, presume for the puri)ose 
of the usurious Loans Act that the interest is excessive, 
(2) that where in any suit in respect of a loan it is found 
that the arrears of interest are larger than the inincipal of 
the loan, the Court shall ordinarily limit the amount of 
such interest recoverable to an amount equal to the 
principal of the loan ; (3) that no money-lender shall 
recover by suit interest at a rate exceeding 10% per annum 
in respect of any loan given under a contract which 
provides for the payment of compound interest. 
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The U. P. Act similarly lays down that (1) no loan 
'taken by an aKricolturist after the Act comes into force 
shall bear intetest at a rate higher than the rate prescribed 
by the Local Government at the time when the loan was 
taken ; and similar other provisions. 

The prospects of the money-lending business have become 
still more reduced owing to the activities of Debt Concilia- 
tion Boards and of even more drastic legislation itassed or 
proposed since the inauguration of Provincial Autonomy 
specially in some of the Congress provinces. On our part, 
while wc welcome any measure that is calculated to lighten 
the burden of indebtedness on the poor i)en8ant8, labourers 
and artisans, we can not, however, help feeling some 
apprehensions that too drastic steps of an expropriatory 
character might ultimately dry up the most important 
source of rural credit available in India at present, wliich 
will be nothing short of a national calamity. Hence, until 
Co-operative finance becomes cheap and abundant, the 
money-lender should be given sufficient inducement for his 
existence, although his wings of mischief should be clipped. 
The true line of reform, short of a complete economic 
transformation of the country along socialist lines, seems to 
lie through the education and regulation of the money- 
lender rather than his complete elimination. In this con- 
nection, we fully endorse the proposal of the Central Bank- 
ing Inquiry Committee that legislation should be passed 
•compelling all money-lenders to obtain licences from Govern- 
ment as otherwise the objectionaUe practices of unscro- 
pulous money-lenders can not be eliminated for the benefit 
of the masses. The terms for the licence should be the res- 



622 


IKOIAK ECONUH1C6 


triction of the maximum rate of iotereBt, more buginesa-Iike 
methods such as the keeinng up of accounts to be examined 
|)crio(lically by Government auditors, keeping a seimrate 
account for each individual borrower and supplying a coi)y 
of it to him periodically, giving receipts to all borrowers 
for repayment, and lastly, if compound interest is charged, 
the (leriod of compound interest rate must not be less than 
a year. Several Provincial Inquiry Committees, as well as 
Mr. Subhodar, of course, have recommended only volun> 
tary registrations both on grounds of practicability and of 
expediency, but wo do not anticipate any such deterrent 
effects on money-lending activities, nor do we believe that 
evasion can not be checked if a determined effort is made 
in that direction. These licensed money-lenders should be 
given some special privileges such as easy recovery of 
loans, advances from the Reserve Bank and easy remit- 
tance facilities. 

^0 long as the licensing system can not be given full 
effect to, steiKt should be taken to reduce the hardships' 
experienced by honest money-lenders in recovering their 
dues, to induce money-lenders to join co-operative societies 
on condition that they do not lend privately to the 
members of those societies, to entrust selected money- 
lenders with the agency functions of joint-stock bunks and 
to transform them gradually into regular branches of the 
banks with the gradual development of business. The 
German “JTomtnandtP* system whereby one or more persons 
manage the Company, and are personally liable to the^ 
creditors of the Company, although they do not hold any 
shares of the Company, may, if adopted, commend itself 
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much to Indian moneydendere who will thiiH form them- 
selves into Joint-stock banks in which they will retain an 
independent position justiBed by their local knowledger 
experience and personal ability. 

Secondly, in order to eliminate th(‘ malpractices of 
money-lenders, legislations on the lines of the l^unjab, 
Bengal, U. P., and Madras Acts referred to above, should 
be passed in all the provinces. Additional measures on 
the lines of the English Money-lenders Act should be 
passed, preventing money«lendcrs from levying any charges 
for cxi)enae3 relating to the grant of loans, and increasing 
interest on account of a default in payment, and prohibit- 
ing the enforcement of contracts for the repayment of 
loans, unless speciBc provisions to that effect were made at 
the time of the original loan transaction. Itinerant money- 
lenders like the Kabuliwallas should also be prosecuted or 
de|K>rted whenever they may be found to be exercising or 
threatening to exercise physical violence. Above all, 
extensive propaganda should be made explaining the legal 
protection enjoyed by borrowers among the illiterate people 
who may not otherwise realise their altered status. 

Indigenous Bankers. 

We have already drawn a somewhat blurred line of 
distinction between money-lenders and indigenous bankers 
proper and hence we need not define again the connota- 
tion of indigenous banking. 

Generally speaking, indigenous banking is purely a 
family business conducted- along hereditary caste basis. 
The Jains, the Marwaiis, the Cheltis, the Khataia and tho 
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Sikarpuri Mnltania are the iviiicipal castes engaged in 
indigenous banking in the different parts of India. 

Indigenous bankers may be classified nnder two head s 
according to different principles ! (1) those that are orban 
and those that are rur al ; (2) those whose main busin ess 
is banking with trading as a minor subsidiary, and those 
whose main bnsincssjs trading wijA bankin g as a minor 
subsidiary ; (3) those whose methods,_arc .antiquated and 
Ifiose who are gradiialiy taking to mo der n methods. 

These indigenous bankers are still responsibl e iot the 
largest amount of banking credit availa ble in this c o untry , 
They discount agricultural paper and hnnili bills dealing 
with internal trade. Their business method is not 
generally very up-to-date and thus they lend more on 
personal credit than against what can be regarded as 
first class bills or security. Their popularity and wide- 
spread business are also largely due to their rclativiely 
elastic and informal methods. Some of these bankers 
have also offices and branches in several parts of the 
country and specially in all the important trade centres. 
Again, though their activities are quite independent some 
of them arc organised into guilds or associations of 
ancient origin, the main function of which is to settle their 
disputes. It would have been better if these associations 
could be utilised for the purpose of disseminating nsefnl 
information bearing on the credit of distant clients and of 
enunciating a uniform policy for th6 members. These 
indigenous bankers hardly receive any formal banking 
education. They rely more on experience and family 
'tradition. Their establiehments are email and ecooemitol. 
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Their close touch with and personal knowledge of their 
clients enables them to advance loans raoro readily than 
ordinary commercial banks can do. They receive deposits 
from the imblic either on current account nr for fixed 
termS) and pav interest on them at rates varying bdtween 3 
and 9%. As they seldom fail to make payments whenever 
demanded, they enjoy a high amount of prestige and esteem 
among thcii clients. Some of these bunkers, esiKicially the 
Miiltanis and the Marwaris, rely more on their own 
resources than on public deposits. In times of emergencies 
these indigenous bankers also borrow funds either from 
the ImiJerial Uank or from one another. 

They seldom finance agricultural operations diroctljr, 
but only throiigE locaTrenders’and traders. More gcnwiral^, 
they fin^ce ihternar trade and sm^ industries, while 
^inc of them keep' a portion of their funds on deposit for 
fixed terms with textile mills. The pnhcltail rpeihfHLs 
wlilHi these indigenous bankers lend money may be 
en^erated as follows ; — 

V>^(a) One of their usual methods is to lend money on 
written demand promissory notes which in the tMise of the 
larger loans have to be attested by sureties^ 

(b) A aeconA method is to obtain receipts signed by 
the borrowers acknowledging the loans and stating the 
agreed rate of interest, in place of the promissory notes. 

(c) A iMrd method is to give advances against bonds 
written out on stamped legal forms, which state all the 
conditions of the loans in detail,^ * 

(d) A fourth method is to make the brnrowers put down 
;tiieir signatnres in the bankers' books to which stamps 

40 
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have to be affixed, undertaking to repay the loans, bat the- 
conditions of the loans are left to verbal agmment. 

(e) A fifth method is to lend on the mortgage of land, 
houses, and other property. 

(f) [ Finally, the indigenous bankers draw and discount- 
hundin, i.(t. indigenous bills of exohange, j These hundis 
are Danhani or muddati, i.e. demand or usance bills, the 
latter being payable after a certain period mentioned in 
thehnndis. Secondly, thosif hundis are either dhamjoQ' 
or aahjog, i.e. in cashing tiie latter, the banker is to make 
sure that the iiresenter is entitled to payment, while he 
has no such responsibility in the former case. 

fhirdly, the hundis an; dekhanhar or firmanjog, i.e, 
INiyablc to bearer or order. 

Finally, the hwtdis are either finance bills or trade 
hills. Finance bills arc drawn by merchants who need 
money on the indigenous bankers' agents, 6rms or others 
with whom arrangements have been made beforehand, or 
they may be drawn as a convenient form of remittance of 
money from one place to another. Trade bills, on the 
other hand, arc drawn against {^uce or goods. 

The rate at which hundis are discounted by indigen- 
ous bankers is known as the Baxoar rate, which varies 
between 4 and 14% according to the pressure of business 
and the nature of the season. Even in the same period, 
the htoidi rate may differ in different markets, on account 
of the virtual immobility of the bankers’ funds. 

The present posithm of indigenous bankers. 

■ Indigenous banking, though even now it occupies the- 
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f<nreinMt position in the banking system of the country, is 
now passing through a period of decline on account of a 
variety of causes. It is Boding it diflEicultto compete 
with the Imperial in remittahcei '^th thie 

operative banks in ' deposits, and with the Joint-stock 
banks jn. advancM. It'is thus losing business all 
along the front. The heavy stamp duty on hundia 
has also had a restrictive effect on the hui}di business. 


Again the legal facilities permitted under the Bankers'. 
Evidence Act are not available to them. LaaUy, their 
agency business in the markets of the interior is being 
rapidly lost owing to the establishment of local branches 
by exporting firms. As the banking business goes on 
declining, the local bankers become more and more 
attracted to trade and speculation for which opportunities ' 
are increasing. 


yj^^ons between indigenous bankers and 
commercial banks. 


Indigenous bankers, a s we have already seen, gcuera llv 
roly on their own resources, or bor row from ene anothey 
^ order to meet tbeir demand obligations. In times of 
emergency, however, they can also borrow from joint-stock 
banks or from the Imperial Bank, provided their names are 
on the approved list of these, banks. The relations between • 
the commercial banks and the indigenous bankers, how* 
ever, ate none too cordial The former grant cash brodits ; 
against demand promissory notes signed by two of the 
bankers, or by one banker and one merchant, or diseoont 
with them /tundis drawn bf^tradera. and endorsed by dm 
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bankers, up to a uertain limit assigned by them to each 
imnker according to his financial standing. But they do 
not acce|)t cheques drawn on individual rankers as the 
latter do not supply sufficient security and also do not 
publish a balance-sheet, making it difficult for the banks 
to determine their financial position. Again, commercial 
banks sometimes reject applications for credit from 
established indigenous banking firms as the latter can not 
satisfy all the necessary formalities. 

In discounting hundis, the commercial banks insist on 
trade bills rather than finance bills and even as regards 
trade bills, only those bills are discounted which happen to 
Im: endorsed by indigenous bankers. The facility of re-dis- 
counting formerly by the Imperial Bank and at present by 
the Reserve Bank of India, is also confined to such classes 
of bills. Anotlier grievance of the indigenous bankers is 
that they do not get remittance facilities from the Imperial 
Bank on the same terms as ordinary commercial banks. 
Above all, it is the most serious defect of the Indian 
money-market that the two most important credit agen- 
cies, namely, the European section and the indigenous sec- 
tion, whose co-operation would be most advantageous for 
trade and industry, remain separated from each other so 
that the Baxaar hundi rate may be quite different from 
the Bank rate and the market rate of discount. In such 
circumstances, no unified credit policy with the help of 
the Bank rate and open markrt operations is possible in 
India. 

Vofects in the orgenisetMa of Indigonons Benlnng. 

(1) The most outstanding defect of iud^enons 
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baDken is their old, antiqaated business methods, thnnks 
to their 100016 conservatism ao3 lack ^ education. 
There is an* atmosphere of family secrecy about their 
operations which acts as a {preat barrier to any useful 
co-operation between them and the organised money- 
market. 

(2) Secondly, the deposit side of th eir bus iness is ver y 
lit tle dev eloped. The indigenous bankers rely mostly on 

' their own private resources which must necessarily be , 
inadequate for the growing credit requirements of Indian 
trade and^ industries. Their social usefulness would be 
greatly enhanced irthey took active steps to attract the 
scattered savings of the public in order to harness them 
to banking purposes. 

(3) Hundis play a comparatively small part i n thei r 
total trans acti ons which are largely financed by cash. 

( 4 ) Above all, the indigenous bank ers are insufficiently 
organised among themselves, and there is hardly any wdl 
defined regular relation between them and the organised 
money-market of the country. 

for im proving indigenoua bnnkmg.i ^ 

The problem of improving and of re-organising Indian 
indigenous banking must be regarded as one of over- 
whelming importance, if we just remember that the grea t 
bulk' of Indian credit is stil l supidied by them bot hjntite 
rm»l and in the urbam atea s^ Sot to speak of the 700,000 
vilUlages where there is no organised oomtneroial bank, 
it is only in 400 oat of 2,600 towns that there is a bank or 
the branch of a oommennal bank. It is not an exaggera- 
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tion to say that commercial banking along wratcm lines 
has hardly emerged from its kindergarten stage in India 
and that for a long time India must depend upon indigen- 
ous hanking. 

Apart from its quantitative importance, the rates at 
whic h indigenous bankers lend money do not compare 
'ai^voarably with those of commercial banks. Indeed, 
ihanks to their low establishment costs, it is possible fcr 
indigenous bankers to supply relatively cheap credit and 
at the same time to make fairly good profits. 

Lastly, the v ast experience a nd person al knowledge 
possessed by indigenous bankers yiiW he an invaluable 
'Ssiet for re-organi sing the Indian money- market. Without' 
{Reir~activo”^ co-operation and training m ihbder^ methods, 
no bill-market can be developed and therefore no uni6ed 
monetary and credit policy can be pursued. Hitbertu in 
banking as the other spheres, a disproportionately vast 
amount of energy seems to have been devoted to the 
looblem of raising and refining the super-structure without 
much attention being paid to the foundations. It is high 
time that we may all realise that it is the foundations that 
are most badly in need of repair and that it is on their 
< betterment that the country's prosperity most overwhelm- 
ingly depends. The stately mansions in the Clive Street, 
Calcutta, and the ai^ust assemblage of the Reserve Bank's 
Board of Directors must not lead us to forget that the 
^ heart of Indian banking, like the heart of Indian political 
. life^ is not in the marble splendour of cities and mentals, 
but in the scattered and almost invisible countryside 
and in the odd nooks and comers congested towns and 
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<citie8. It is such scattered rills of credit that wa oave 
got to salvag'd from the debris of archaic forms and that 
ire have to link together for an even distribution of water 
and for a controlled policy of ebb ^nd flow to be pursued 
by tWReserve Bank. 

v^me shall now refer to some of the important sugges- 
tions that have been made for the improvement of indige- 
nous banking. ** 

(1) The C'pntral Ba nking Inquiry Comm ittee recom- 
mended that those indigenous bstnkers who have confined 
or are prepared to conflne their activities to banking 
.proper, should be placed on the approved list of the 
Reserve Bank and should be entitled to re-discounting 
facilities from it. 

(2) But though indigenous bankers should be thus 
.regarded as scheduled banks, they should not be required 
at least for some time to keep a certain i)ercentflge of their 
total balances as interest-free balances with the Reserve 
Bank. This exemption is advocated on the ground of the 
inadequate resources possessed by most indigenous 
bankers. 

(3) These scheduled indigenous bankers * should be 
-utilised by the Reserve Bank, the Imperial Bank and 
other joint-stock banks as their agents for the collection 
of bills and cheques and they should be given the same 
remittance facilities as ordinary joint-stock banks. 

(4) The benefits of the Bankers’ Books Evidence Act 
ehonld be extended to such indigenous bankers. 

(5) These approved iod^nous bankers should also 
become full members of the All India Bankers’ Assoda- 
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tion in order to receive a stimulns for the adoption of 
modern methods. 

(6) Even those indigenous bankers who can not dis- 
sociate themselves fron\ other business and as such can- 
not be placed on the approved list of the Reserve Bank,- 
should be given every facility by way of advances and 
discounting by the Imperial Bank and other joint-stock 
banks. 

(7) Indigenous bankers should gradually modernise 
their methods so as to conform more and more to the 
methods of joint-stock banks in respect of accounts and 
audit, use of bills and cheques, prompt receipt and pay- 
ment of money and conduct of operations strictly accord- 
ing to law. 

(8) The indigenous bankers should aim at either a 
close association witii the joint-stock banks according to 
the German “Eommandit” system or their own evolution 
into joint-stock banks. Either of these objectives once 
attained will so revolutionise the existing situation, that 
the dream of an organised money market controllable by 
the Central Bank will be easily realised. 

(9) The indigenous bankers should also consider the 
practicability of undertaking and developing the bill- 
broking business, and performing the same functions in the 
Indian money-market as those which are performed by the- 

ybill-brokers in the London money-market. 

\ It is to be regretted, however, that the Reserve Bank 
of India, in its Statutory Report has thrown cold doucdie- 
on the enthusiasm of those who expected it to play a 
, dominant rtde in re-organising the indigenous bankers- 
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As the position now stands, the Reserve Bank can do- 
nothing until the indigenons bankers can approximate 
to the conditions of joint-stock banka. This re-actionary 
attitude on the part of the Reserve Bank can not be too* 
strongly condemned. 

Indian Joint Stock Banks. 

Indian .Toint Stock Banks are those re^stered in India 
nnder the Indian Companies Act. These banks are 
required to publish their balance-sheets, audit their 
accounts, and to submit to Government inspection on the 
application of a certain proportion of members. 

The most important banks are the “Big five’\ vis. the 
Central Bank of India, the Allahabad Bank, the Bank of 
India, the Punjab National Bank and the Bank of Boroda, 
all of which have deposits exceeding Rs. 5 crores in each 
case. Joint Stock banks, though lepstered in India, are 
not however, controlled by Indians. The management of 
the Bank of India, for instance, is largely in non-Indian 
hands. Similarly, the Allahabad Bank is controlled 
entirely by foreigners. * 

The progress of joint stock banking in India has been 
un-even and not at all commensnrate with the needs of 
the country. In particular, Indian joint stock banks have 
not shown much zeal in the matter of establishing 
branches. In 1934, there were only 1269 head offices and 
branches of Indian commercial banks, including the 
Impend Bank of India, as againftt 25,000 in the U. 8. A.; 
13,200 in Great Britain and Rdand, 4500 in France and 
3400 in Germany. 
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The development of banking in India has been 
characterised by a crop of bank failures. The People's 
Bank in the Punjab which had been established by Lein 
Harkisben Lall in 1901 and which at the time of its 
liquidation had neatly 100 branches with total deposits 
exceeding Bs. It crores, failed in 1 913. * Its failure caused 
such a great panic that fifty-five other banks went into 
liquidation. By 1924 altogether 161 banks had failed 
since 1913 including the Alliance Bank of Simla. The 
total amount of paid-up capital of these banks amounted 
: to Rs. 6f crores. Recently, there has been a sensational 
bank failure, namely that of the Tranvancore National 
'Qnilon Bank Ltd. which had branches all over the 
country. The pity of this latest banking disaster is that 
'the above Bank was a scheduled bank of the Reserve 
Bank of India which, however, apparently did nothing to 
check its excesses or to save it during the crisis. 

Cauaea of Bank failurea. 

The causes of the bank failures particularly during 
1913-14 may briefly be summarised as follows : — 

(a) The low percentage of cash reserves again st 

deposit liabiliti^the average being between 10 and 11 
per cent' ' 

This was all the more dangerous in India where 
banking habits were not yet pro.)erly developed, and 
honourable bauking traditions were yet to be built 

(b) The absence of a proper ratio between authorised 
and subscribed caifltal and between sttbsmbed and paid- 
.up capital 

The paid-up capital was unduly small compared tp 



INDIAN BANKING 8Y8TRK 


635 


the subscribed and authorised capital, so that the actual 
-strength of the bank was not at all properly indicated by 
rile impressive Bgures of the subscribed and autiborised 
capital. The banks were, therefore, very vulnerable in 
rimes of a crisis. 

(c) The lack of trained bank managers and directors . 

The Board of Directors generally consisted of incom* 

petent or apathetic people. Again, some of the managers 
and directors were not very much scrupulous. 

(d) The gullibility of the publi c, both of the share- 
holders and the de^sit^, was a further cause. 

The share-holders were duped as they were paid high 
-dividends, although the dividends were actually paid out 
of their own paid-up capital, and the depositors were lulled 
by the offer of high interest rates. 

(e) Las tly, the Government and the I mperial Ba nk 
-of India were unsympathet ic towards these Indian-owned 
li^ks in their hour of need^ Not a Bnger was raised to 
h^someofthe deserving banks which went down in 
the general panic along with the undeserving ones. The 
absence of a Central Bank was also formerly regarded as 
-one of the prime causes of that spate of bank-failures. 
The example of the Travancore National Quilon Bank, 
however, must cause a rude shock to those who have 
imagined that with the establishment of the Reserve 
Bank we shall hear no mine of bank failures. 

X/Difficukiet and defects tA Indian 
Joinbetoek Banks. 

The difictilUes as wdl as defects of Indian joint-stock 
banks may be briefly summarised as follows : — < 
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(a) Indian joint-stock banks have not received fromi 
the Government as well as from th e public the help and 
patronage which they had a natural right taezpect. They 
have not been entmpted with any part of the Govern- 
ment’s balances, or with the funds of Courts of Wards, 
Universities, Colleges and other^^pdlicational institutions. 
Port trusts, municipalities, enedinjbered estates and minors’ 
trusts and other trusts. On the other hand, the Indian 


public have generally shown a iireference for investment 
in land, Government securities and even for maintaining 
deposits with the Imperial Bank or the Exchange Banks. j 
Of course, the suspicion of the public has been to some - 


extent due to the failure of many Indian banks due to 
dishonesty or inexperience, but it is also largely duo to 
the greatly iwivileged position enjoyed by the Imperial 
Bank and the Exchange banks. Thus, the Indian joint- 
stock banks have suffered much on account of the unequal' 
competition with European-owned banks, ^he Central 
Banking Inquiry Committee have beautifully summed up 
their position in the following terms I "On the one hand, 
they looked upon as dangerous rivals by the indigen- 
ous bankers and on the other, they frequently find them- 
selves in opposition to the old established exchange banks 
and the ))owerful Imperial Bank of India. Placed in this 
position, therefore, they have been called the dndertUa 
of the Indian banking system, and have only been able 
to exist amidst Hckmngs, susiHcions and cut-throat 
competition.” ^ 

(b) Indian Joint-stodr banks have also been handi- 
capped in the matter, of scouring proper business for' 
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themselves. In the first place, a laifie part of the trade 
and industry of the country is controlled by foreigners 
•who naturally' prefer to have dealings with banks controll- 
ed by persons of their own nationality Even Indian firms 
and businessmen who arc in a subordinate relation to these 
foreign business concerns have found it to be most con- 
venient and advantageous to have dealings with foreign 
banks only, (^condly, banking business could not be 
properly developed on account of the lack of genuine 
trade bills and the absence of bank acceptances.^ The 
latter is due to the absence of ware-house receipts, proper 
railway-receipts, as well as the heavy stamp duty on bills.) 
Again clean advances against the personal credit of the 
borrowers only which are so very important in the West 
arc practically absent in India both on account of statu- 
tory restrictions and the suspicion of the public. '^Further, 
as banking business is conducted in English, the lack of 
the knowledge of English on the part of the great bulk of 
the Indian people also places a handicap on the develop- 
ment of Indian banks. ) Other obstacles are the restriction 
of the right of entry into clearing houses as well as the 
propaganda carried on by the officers and brokers of 
European banks against Indian banks. 

(c) The bnsiness of le nding on mortgage by Indian 
joint-stock banks has further been handicapped by the ela- 
bora te system of rights to immovaMe prope rt y recognised 
by Hindu and Muhammadan laws as well as by the limita- 
tion of the validity of equitaUe mortgages (ix. mortgages 
•efifecited by a mere deposit of docUMiitS ' without any 
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mortgage deed or registration) to the three presidenoy 
towns and Elarachi. 

(d) Lastly, the onsy mpathetic attit ude d£ the Imperial 
Bank of India which charged a comparatively high rate 
for the remittance of the ordinary ioint>stock banks^ 
funds, which denied them re'discount facilities, and which 
even showed its reluctance to advance money against 
Government securities, must be mentioned as a further 
obstacle to the development of these joint>stock banks- 
Since the establishment of the Reserve Bank of India, 
however, this last handicap has been removed. 

(e) In addition to these external difficulties, the Indian 
joint-stock banks also suflefirom various i nternal diffi - 
culties. Having no association of their own for mutual 
co-operation and consultation, they have shown a lack of 
esprit de corps. Mutual suspicion and jealousy have' been, 
the governing motive in their relations with one another. 
Amalgamation between lai^e and small banks has beea 
the exception rather than the rule. Hardly has any 
systematic attempt been made to improve the general 
standard of banking. Some of the directors of these banks 
have neither been businessmen nor financiers and as 
such they have not inspired public confindence. In the 
absence of able leadership, the Indian joint-stock banks 
have been content to be somewhat ineffectual imitators 
of European models, and have not shown much wigi- 
nality or initiative in chaUchig out new lines; of develop- 
ment. Possessing neither the high degree of effidency of 
the exchange banks nor *the simdicity and eooaomy of 
the indigenous bankSf the Indtan joint-stock banks have 
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naturally found it difficult to withstand competition fromi 
both of them. 

I 

SuggeatioM for the inproTement of Indien Joint' 
stock banka. 

The C entral Banking Inquiry Co mmittee recommended* 
the adoption of the following measures for the rapid and 
healt^ development of Indian joint-stock banking : — 
dVi The Government should lay down a policy of 
encouraging the development of Indian joint-stock banks- 
and grant concessions like free remittance facilities, free- 
dom from stamp duties and registration fees, e.xemption 
from super-tax for sometime in the case of an amalgama- 
tion of two small banks : Faeilities which are already 
enjoyed by co-operative banks. 

(3f For removing the unhealthy competition between 
Indian joint-stock banks and exchange banks, the- 
Committee suggested the formation of an All-India 
Bankers' Association which would lay down policies of 
fruitful co-operation between the Indian and the European- 
concerns. Mr. N. R. Sarkar and Mr. Snbhedar, however, 
were in favour of imposii^; severe restrictions on the 
activities of the Exchange banks in the interest of the 
Indian joint-stock banks. They recommended that the 
branches of the Exchange banks should be confined to the 
port towns only, that the existing Iwanches of the- 
Exchange banks in the interior should be closed down,, 
that the Exchange banks should not be allowed to xeceive- 
deposits from Indians or to own more than 40% of the- 
total shares of any Indian joint-stock bank. 
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y(3) The Committee also suggested that the Reserve 
Bank of India should deposit for the 6rst five years a 
particular sum with every new branch of an'indian joint> 
stock bank opened at a centre which has no banking 
office, that it should grant free remittance fadlites in order 
to equalise interest-rates ail the ' country over, that it 
should re-discount commercial bills already discounted 
by the joint-stock banks at special rates below the bank 
rate whenever possible and that it should develop the 
use of trade bills in the place of the existing cash credit 
system. The second and the third recommendations have 
already been given efifect to by the . Reserve Bank of 
India. 

(4) The Committee also recommended the removal of 
certain peculiarities, noted above, of the existing Hindu 
and Mahommedan laws which make it difficult for the 
banks to accept immovable property as a normal security 
for loans and advances. 

(5) The joint-stock banks should also develop the 
practice of “one man, one bank” and be prepared to make 
A lflftn advances to approved clients. They should be able 
to secure the necessary information about the financial 

i nkin g of their clients through their own Information 
Departments which should be established as well as 
through the AU-Indian Bankers' Association which should 
build up an organisation for the collection of such 
information. 

(6) The banks should also promote the use of verna- 
eular for the conductiog of faankiDg buuiiess io order to 
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iwimlarise the bankiog halats among the largest section 
-of the population. 

(7) If regular branches can not be opened owing to 
inadequate business, sub-branches in the neighbourhood 
■of existing branches may be usefully o|)ened. 

<8) Above all, the Indian joint-stock banks should' 
try their best to adapt joint-stock banking to Indian 
conditions, while placing it on the footing of equal 
efficiency with the European Exchange banks. They 
should recruit a staff of officers possessing not only 
technical knowledge but also a knowledge of local condi- 
tions. Attempts should be made to secure the services 
of the members of indigenous banking families. Again, 
the hours of business should be adapted to local conditions. 
Above all, they should develop the trade union spirit 
which characterises the existing Exchange banks. 

111. Exchange Banks. 

Nature and origin. 

The Exchange banks came into existence pnmarily to 
'finance the foreign trade of India. As London was 
practically the world’s monetary centre in the pre-War 
pmod and as the bulk of India’s foreign trade has always 
been carried on in terms of sterling, the eariiest exchange 
bonks in India were invariaUy the brandies of big 
foreign Exdiange banks which had their bead offices ix 
'Londen. Later on, however, in the absence of any 
reotaietion and owing to the world-widie natam of India’s 
foreign trade, a few Exchange banks have been establidi- 

41 
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ed which have their head offices in the continent, in the- 
U. S. A. and in the Far East. 

The most signal characteristic of Exchange banking: 
in India is its absolutely foreign character. It is only 
very recently that the Central Bank of India Ltd. has 
established a branch in London which is to deal exclusive- 
ly in foreign exchange business. The reasons why 
Indians were unwilling to establish Exchange banks may 
be briefly summarised as follows : — 

(1) The absence of a large amount of capital for- 
commanding credit in the money markets of these 
foreign centres. 

(2) The absence of the capacity to undergo losses for 
sometime. 

(3) The- absence of a de[Jendable staff with the 
necessary knowledge of international exchange work. 

(4) The difficulty of securing deposits and other 
busine.ss in those foreign centres. 

(.5) The implacable Iiostility of the existing foreign 
Exchange banks. For all those reasons, Indians did not 
venture so far to embark on exchange banking inspite of 
its highly lucrative character. As the Presidency Banks 
and later on, the Imi^erial Bank were also debarred by 
statute from doing any foreign exchange business, the 
whole business has always remained a close monoi.<oly of 
the few British and other foreign firms. It was only with 
the establishment of the Reserve Bank of India that the 
Imperial Bank of India, itself predominantly European 
in character, has gained an access into the close preserve 
of exchange banking. 
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Tho Ezchans^e banks of India ate generally claasi0ed 
under two heads : 

(a) Banks having 25% or more of their deposits in 
India, (b) Banks having less t mn 25% of their deposits 
in India. Examples of the first group are the Chartered 
Bank of India, Australia and China, the National Bank 
of India, the Mercantile Bank of India, etc. Examples of 
the second group are tlic Lloyds Bank, the National City 
Bank of New York, Hon:;kong and Shanghai Bank, etc. . 

The Business conducted by Exchange Banks. 

(a) As already stated, the main business of those 
foreign Exchange banks is to finance t'le foreign trade of 
India. This business again consists of two oiierations : 
(a) the financing of the movement of goods from Indian 
ports to foreign ports and vice rma ; (h) the financing of 
the movement of goods from the collecting centres to the 
ports, in the case of our export trade and from tho ports 
to the distributing centres in the case of our import trade. 

We, first, take up the first tyiw of operations. When 
goods are cx|)orted from India to a foreign centre, say 
Tiondon, export bills are drawn by Indi.m exporting firms, 
and these bills arc generally at three montlK^ sight and 
are usually documentary in character. Most of these 
bills are D. A. ( or documents on acceptance ) and only a 
few of them are D. P. ( documents on payment ). Some of 
these export bills are also sight bills. Naturally the. charge 
for a three months’ bill is higher than for a sight bill, as.it 
includes the payment of the interest. Those bills are amt 
to London for accep^nce by some bank with which the 
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foreign importers have opened credits. After acceptance 
they are endorsed by some Exchange bank which 
discounts it in the open market if it requires 'a replenish- 
ment of its sterling resources or keeps it till maturity. 
Meanwhile, the Indian exporters are paid in rupees out of 
the cash reserve of the Indian branches of these Exchange 
banks. 

The financing of India’s import trade is somewhat 
more complicated. There are two methods for financing 
India’s imports from western countries. The first method 
applies generally to imports by Indians and those 
Europeans who have no London Houses of standing. In 
these cases, western exporters draw 60 days’ sight D. P. 
bills on Indian importers which are purchased by 
Exchange banks. The importers generally accept the 
bills and then tsike delivery of the goods from the banks 
as trustees of the Exchange banks. When the goods are 
soldi the bills are paid off. The second method is 
available to those European importers who have London 
houses of standing, and takes the form of London banks’ 
acceptances of ‘house’ paper. In such cases, the London 
exporting houses draw documentary bills on the Loudon 
offices of the Exchange banks which after accepting, them 
return them to the drawers who discount them in the 
London moaey>market. The accepting bank forwards 
the . rolavant documents to its branch in India for collec* 
tioD of the proceeds of the goods from the exporting firm’s 
Indian office and a remtttnoe is sent to Lond<m at or 
tafore the maturity of the bQl. 

•>, jThe. import bills under both the methods are drawn in 
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sterling. Oti the former, interest is charged the 'dftte 
of the drawing oE the bills to the approximate date of the 
arrival oE their proceeds in London generally, at 1 per cei^t 
higher than the bank-rate in England. The latter bills 
are discounted at the prevailing market-rate in Englan4 
which is almost invariably lower than the bank-rate.' 
European importers who have thus London houses of 
standing have a distinct advantage over the Indian 
iini)orters who have no such facility. 

It is clear from the above description that so long as 
credits can be opened in London, it must bo to the 
advantage of the Indian traders to be able to draw bills on 
London, and have thereby access to the discount facilities 
of the London money-market. In the case of our imports,^ 
however, the great bulk of the bills which are 60 days' 
sight D. P. bills, caA not get the benefit of the London 
discount market. Indians, therefore, have to pay a fairly 
high rate of interest which is even higher than the bank- 
rate in England. This disadvantage, however, can be 
removed, if our import bills are drawn in rupees rather 
than in sterling, and if a bill-market is developed in India. 
If we remember that in normal years the valucof our import 
trade amounts to Rs. 230 crores per annum, the conclusion 
is inevitable that the natural bill- market is in India and 
not in London. If, however, it is not immediately 
practicable to develop a bill-market in India or to induce 
the foreign exporters to draw their bills in rupbes instead 
of in sterling, pressure should be brought to be bear upon 
the Exchange banks to accept the D. P. 1^8 instead of 
purchasing them, in the same way as 'hous^ paper of 



646 


IKDIAN ECONOMICS 


Londou exportiag houses is now accepted by them, in 
which case these bills can be discounted in the London 
money-market. As tlic situation stands to-day, the Ex- 
change banks deliberately handicap the Indian importers 
in their competition with European importers who have 
fiondon houses of standing. Further, now that the 
Reserve Bank of India has come into existence, attempts 
should be made to promote the development of a bill 
market in India for dealing in both inland and foreign 
Inlls of exchange. The present dependence on the Londou 
bill-market should be brought to an end as soon ns 
liossiblc. 

(2) The Exchange banks also finance to some extent 
the movement of goods from the collecting centres in the 
interior to the ports and from the ports to the distributing 
centres. For this purpose they have ID branches in 11 
itp-country centres. In up-country centres which do not 
possess any branch of an Exchange bank, the movement of 
goods is financed by the Imperial Bank, the Indian joint- 
stock banks and the in ligenons bankers. 

(3) The Exchange banks also finance to an increasing 
extent the inkrml trade of India, e.g. the piece-goods 
tiAde in Delhi and Amritsar, the leather trade in Cawnpore, 
and the jute tride in Bengal.- The Indian joint-stock 
banks and the indigenous bankers are thus deprived of a 
lairge part of their buBin<>8s. 

' (4) Lastly, the Exchange banks compete successfully 

With the Indian joint-stock banks in attracting -deposits, 
lOaking advances, negotiaiting bills and doing various' 
kibds of agency business in India. ^ 
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It is clear from the above account that the Exchange 
banks are by no means cxclnatvely engaged in financing 
the lucrative foreign trade of India. Their predominance is 
equally marked in the financing of onr internal trade as well 
as in other internal banking activities. They have 
eiirned such huge profits that even after paying hnge 
dividends (between 1920 and 192S the Hongkong and 
Shanghai banking Corporation declared a dividend of 64 
l)er cent.) they have found it possible to purchase 
several Indian joint-stock banks 6.g. the absorption of the 
Allahabad Bank by the P. and 0. Bank, which in its 
turn is affiliated to the Chartered Bank of India, Australia, 
and C.iina, the purchase of Cox and King Companies by 
the Lloyds Bank, etc. 

Indian case against the Exchange banks . 

(1) In the first placet the Exchange banks, though they 
deal with Indian deposits, are not subject to any Indian re- 
gulations. Their share-holders and directors being entirely 
foreign, they are not amenable to any Indian control. Even 
their accounts may not be properly auditdd. Their pub- 
lished balance-sheets do not give any separate information 
about their Indian business. Again, these banks obtain 
large deposits from the Indians, but the depositors have 
no prior claim even on the assets of the banks in India, if 
any of the banks become involved in serious difficulties 
in another country owing to a crisis, fraud or any other 
reason. 

(2) Seeondlyt the Exchange banks have generally 
juaintained a low percentage of cash reserve against their 
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liabilities in India, the average in 1934 being between 10' 
and 13 per cent. This is certainly highly dangerous from 
tlic stand-point of the Indian depositors. 

(3) Thirdly, the Exchange banks virtually enjoy a 
monopoly of financing the foreign trade of India. Indians 
hnv(t been gradually ousted from the field, and even as 
regards the financing of our internal trade, the Exchange 
banks are proving themselves to be very formidable rivals. 

(4;) The Plxchange banks are also charged with having 
made great discrimination against Indians. Even first 
class Indian iiniMrting firms have to deix>sit from 10 tt) 
13% of the value of the goods with the Exchange banks in 
order to o|)cn a confirmed letter pf credit with them, while 
foreign houses in (Aalc.ntta are exempted from such obli- 
gations. Again, the Exchange banks do not accept sterling 
im|)ort bills drawn on those Indian firms which have no 
London house of standing, thereby depriving them of the 
discounting facilities in the London money-market. This 
is also a severe handicap to Indian importing firms. 

(5) The Exchange; banks have also been charged with 
having discouraged Indian enterprise in several directions, 
e.g. Indian brokers. Shipping companies, Insurance 
comixinies, etc. Indian exporters have been compelled to 
insure their goods with foreign Insurance companies, 
thereby depriving the Indian Insurance companies of the 
annual loss of 2 to 3 crores of rupees. 

(6) Again, it has been said that the rules of tho' 
Exchange banks’ Association have been arbitrarily altered 
without consulting the Indian clients and even without 
publishing the altered rules for the sake of infonnatiou.- 
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This has eiiaUed the superior officers of the Exchanse* 
banks to make hard and discriminating terms for their' 
Indian clients. 

(7) The complaint has also been made that it is 
becanse of the existence of foreign Exchange banks that 
import bills arc drawn in sterling rather than in rupees. 
In all other countries the import bills are drawn in terms 
of the domestic currency. If the Exchange banks 
insisted, rupees imiK>rt bills might easily have come into 
existence to the benefit of Indian imiiorters and Indian 
joint-stock banks which would have found a very safe 
and profitable form of investment in these import bills. 
It is, however, not to the interest of the Exchange banks 
to replace sterling imiiort bills by ruiiee bills, as they 
earn at present a fairly high rate of interest for 2 or 3- 
months. 

(8) Exchange banks have not confined their business 
to exchange proper, They have become formidable rivala 
to Indian joint-stock banks both in the matter of attract- 
ing deposits and as regards the financing of Indian' 
internal trade. Their strong financial position as well aa 
established reputation have hel|.)ed them much in both 
these directions. But this increases the foreign economic* 
domination over India. 

(9) It is also maintained that these Exchange banks, 
by virtue of their majority in the Clearing Houses, have 
tried to exclude Indian joint-stock banks from these 
Houses as long as possible, which has naturally affected 
adversely the reputation of these banks. Again, while 
accepting call loan from the Indian joint-stock banks* 
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‘whenever necessary, tlicy have themselves refused such 
aid to the Indian banks when the latter were in need of 
funds. 

(10) The Exchange banks have also been charged 
with maintaining a rigid gulf between the European 
and the Indian sections of the money-market in India 
This has prevented the much-needed unification of the 
money-market in India without which no unified credit 
policy can be pursued. 

(11) The E-xchange banks have further been charged 
with having staffed their superior and responsible posts 
exclusively w.th Europ<'ans. Indians could only aspire for 
clerical iwsts. Indian apprentices have hardly been 
taken, although the business handled by them is largely 
Indian, and tlio necessary funds come generally from 
Indian dorwsitors. 

(12) Above all, the Exchange banks arc charged with 
having exercised tremendous control over the currency 
and exchange imlicy of the Government. It is they who 
have opposed the adoption of the gold standard which 
would deprive them of much of their present special 
advantages, aud it is they who are responsible for the 
ratio between rupee and sterling which has been so much), 
disastrous to the Indian people in the past. While 
carrying on their business with the help of Indian 
•deposits, they have discriminated against Indians iu every 
conceivable way and tried to tighten the strangle-hold 
of British economic Imperialism upon Indian economic 
life. Nor cm they claim to have discharged their 
business at a cheap rate. While they have themselves 
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profited by the low disconnt rate in the London money- 
market, they have charged high interest rates from Indian 
•exporters and importers alike. In short, the European 
Exchange banks and the official management of our 
currency and exchange, have together constituted one of 
the most nefarious vicious circles in our eeonomic life. 

iPfoposed restrictions on Exchange Banks. 

In view of the highly unsatisfactory nature of the 
present position and various activities of the Exchange 
banks, it has been suggested that the Excliange banks in 
India must .henceforward take out a licensing certificate, 
nnd that the licensing authority should be the Reserve 
Bank of India. The terms of the license wo shall 
discuss later on. 

The Ma^rity of the Central Banking Inquiry Com- 
mittee are ih favour of the following regulations : — 

(^a) Tbe Exchange banks should alter the existing 
practice - of buying import bills in favour of accepting 
them, so that Indian imirarters might enjoy the cheap 
discount facilities in the London money-market. 

(b) The Exchange banks should also promote the use 
fit rupee import bills and the development of a bill-market 
in India. 

(c) The Exchange banks’ Association should con- 
sult Indian businessmen as well as foreign merchants 
before making any alterations in its rules. 

(d) The Exchange banks should arrive at some 
understanding with the reinresentatives of Indian Insur- 
ance companies so that they may not discriminate against 
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them on the ((round of inadequate information about the- 
actual financial standing of Indian companies. 

(e) There should be a local Advisory Boiird at every 
branch of the Exchange banks for giving advice regarding 
the grant of advances and cash credits to Indian business- 
men. The Committee hoped that this device might re- 
move the present complaints regarding the un-sympathetic 
treatment meted out by the Exchange banks to Indian 
clients. 

(f) Lastly, the Committee recommended that the 
Plxchangc banks should l)c compelled to ap|X)int Indian 
probationary assistants who, after comideting their 
training period, would be npiiointcd to res|K)nsibI<; officer.s' 
(losts. 

Mr. M. Subhedar and Mr. N. R. Sarkar, however, in a 
separate minute of dissent, wanted far more stringent 
restrictive measures on the Exchange banks. In their 
opinion, licenses should not be granted freely to all the 
existing Exchange banks, but should only be given after 
due considerations. P'arther, the .terms of the license 
should not sock only to place Phiro|)ean banks on the 
same footing as Indian banking concerns, as the aim 
of the licensing system should be to promote national 
economic policy in banking. The fundamental principle 
underlying the licensing system, therefore, should be 
that only Indian banks, rostered in India, and controlled 
by a majority Indian share-holders, should have r^ht. 
to receive freely Indian deposits and to take the help of 
the Reserve Bank of India. Reciprocity can not obviously 
be the basis, as the Majority seemed to be inclined to • 
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Ibelieve, in as much as it will take a very long time for 
Indians to start a bank in London. Similarly, there was 
no fear of retaliation, as in the economic relation between 
England and India. England had everything to lose 
and India very little in case any retaliatory war was 
declared. 

In pursuance of the above principle following recom- 
mendations have been made 

(a) The Exchange banks should be allowed to receive 
<]ci) 08 itH from Indians only to the extent that is necessary 
for financing India's foreign trade in Indians' hands. They 
should also bring 50% of their working capital from 
abroad. At present, the Exchange banks are enjoying 
‘Surplus’ dcimsits which they utilise for competing with 
Indian joint-stock banks and indigenous banks. To the 
objection that this restriction involves an arbitrary inter- 
ference with the freedom of the Indian depositors, it may 
be replied that sirch regulations are necessary even iu 
the interest of the Indian depositors themselves who may 
at any moment be deprived of all their '•savings if any 
disaster overtakes the foreign offices of these Exchange 
banks. Moreover, the present preference shown by some 
Indiabs for theioreign banks is partly due to their repu- 
tation and partly due to the systematic propaganda carried 
on by them against Indian concerns. Above all, society 
has the right to see that national savings should be utilised 
.primarily for the benefit of national trade, industries and 
banking and for that purpose interference with the 
abstract liberty of tilie individual is justified. Another 
•objection raised againrt Ae above proposal js that the 
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restriction of Indian deposits would hamper the foreign 
trade of India, and would increase the charges for finan- 
cing the foreign tnide which would inevitably be ultimate- 
ly borne by the Indian producer and consumer. This- 
objection, however, is absolutely irrelevant as the restric- 
tion shall not apiily to that quantity of deposits which is 
necessary for the purposes of financing Indian foreign 
trade, and as the Exchange banks enjoy great facility for 
borrowing in the London money-market. 

(2) Another restriction proposed is on the branch- 
making activities of the Exchange banks, particularly in 
the up-country centres. Such branches invariably 
comiiete witli Indian joint-stock and indigenous banks. 
It slionld therefore be laid down that Exchange banks 
must be confined to the port-towns only. The existing 
branches should be wound up in the course of a few years. 
Similarly, Exchange banks should not be allowed to 
purchase a controlling interest in any Indian joint-stock 
Bank. Those Indian banks, e.g. the Allahabad Bank Ltd,- 
which are at i)re3ent controlled by Exchange banks, 
should be handed over to Indian control in the course of 
a few years. As things stand today, there is a growing 
danger that Indian pioneers take great pains in develop- 
ing a joint-stock bank which, once it stands on a secure - 
footiog, may easily be purchased by a foreign Exchange 
bank by virtue of its great financial strength, and thus the 
foreign domination of our economic life mqsht continue to- 
increase. 

(3) Lastly, it has been suggested that the Exchange - 
banks should not be allowed to engage in trustee business- 
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in India, that most of their superior officers should be- 
Indians, thit in the event of liquidation their Indian 
assets should be taken over by the official receivers of the 
Calcutta High Court, that the Reserve Bank should have 
the right to inspect all their papers, balance sheets, etc^ 
before they are sent to London, that the admission of 
their branches to the clearing houses and that their 
eligibility for re-discount facilities from the Reserve Bank- 
should depend upon the discretion of the licensing 
Authority. Above all, the Exchange banks must not 
engage in any anti-national activities on pain of the 
cancellation of their licenses. 

It is doubtful liowever, whether in view of the notori- 
ous clauses on safeguards and commercial diseriminatiou 
in India’s new constitution, any such regulation can 
be made. 

The^te for an Indian Exchange Bank. 

The majority of the Central Banking Inqiiir}' Committee 
,obsorvcd that it is not in the interest of Indian traders 
and merchants to depend always on the British and other 
foreign Exchange banks for financing their foreign trade. 
They admitted that British Exchange banks do not give 
adequate facilities to non-British traders. It was for that 
reason that foreign countries having trade relation^ with 
India thought it fit to open Exchange banks in India 
in order to help their nationals in their trade with India. 
It was therefore imperative thdt Indian firms, engaged in 
the export and import trade of the country should be- 
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able to do without the foreign Exchange banks at the 
■earliest possible moment. 

With this preliminary observation, however, the majo- 
rity went on to recommend that with the establishment 
of the Reserve Bank of India the existing restrictions on 
-the Imperial Bank of India as regards the transaction of 
foreign exchange business should be withdrawn and that 
the Imperial Bank should be persuaded to play an imiior- 
tant part in the litianciug of Indian foreign trade. For 
removing the unsympathetic attitude of the Imperial Bank 
of India towards Indians, the Committee recommended 
that the majority of the directors in both the central and 
the local Boards of the Imperial Bank should be Indians 
and that the apiiointment of non-Indians to its staff should 
be stopired in future c.\ccpt for special purposes with the 
approval of the FinancetMinister of the Government of 
India. The above reforms were to be the conditions 
inreccdcnt to the grant of the agency work of the Reserve 
,Bank of India to the Imiicrinl Bank. If, however, the 
Imperial Bank was unwilling to accept this new arrange- 
ment or unable to handle exchange business properly, the 
'Committee recommended that a new Indian Exchange bank 
with a capital of Rs. 3 crores should be established, to be 
■subscribed to by the Indian joint-stock banks as far as 
possible and by the 'Oovemment, at the first instance, if 
necessary. As long as the Oovemment owned mon than 
•one-half of the shares (the Government was required to 
sell off its sharesl gradually to the public), it would have 
ithe right to appoint a majority of the directors of the bank. 
This beak was to act as an agent of the Exchange bank 
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I7ith regard to the Govemmeat remittance operations, 
although the Committee was not in favour of giving the 
bank sole monopoly of Government remittances. 

Six members of the Committee, however, submitted a 
separate minute of dissent. They were not in favour of 
allowing the Imperial Bank to develop exchange business, 
eo long as the Imperial Bank was mostly controlled by 
non-Indians. They recommended the immediate creation 
■of a state Exchange bank which was to be given the 
monopoly of all Government remittances. The bank should 
be subject to the control of the Reserve Bank of India, 
and it was to be scrupulously prevented from any encroach- 
ment upon the sphere of the Indian joint-stock banks as 
xegards the financing of the country’s internal trade. 

Lastly, there was a proposal before the Central Bank- 
ing Inquiry Committee for the creation of ‘'joint-banks” 
controlled by both Indians and non-Indians, the rupee 
•caintal being subscribed by Indians and the sterling capital 
being subscribed by foreigners, the profits being divided 
between the two partners. 

Imperial Bank of India. 

We have already refered to the origin and the deve- 
lopment of the Presidency banks of Bombay, Calcutta, 
and Madras. The Imperial Bank of India was established 
in 1921 under the Imperial Bank of India Act of 1920 by 
the amalgamation of the three Presidency banks. 
total anthodsed capital is Rs. of which a half 

is paid-up. The bank is governed both by a Central 
Boned and three local Boards in Bombay, Calcutta and 
42 



656 


IKOIAK ECONOMICS 


Madras. Until 1935 the Government exercised a great' 
control over the affairs of the Bank by , appointing a 
majority of the members of the Central Board. For in- 
stance, nominat ed the follow ing 

mem bers of the Cent ral Board ; iwo managing G overaors. 
to nrnOT-official Governors rcinescnting various TOan- 
mtorests, the three secretaries of the local Hoards as wel l 
as the~ C ontroller oi! the cnrrency ! The e lected element 
was represented by the Wcsid^ts anti vi ce-Preaiden ts 
ot tlio three local Boiwd^ Besides, the Government could 
issne instructions to tlie bank on any matter affecting its 
financial ix>licy or the safety of its cash balances, secure 
from it any information regarding the affairs of the bank 
and could appoint auditors for the examination of its 
accounts. The previous sanction of the Government was 
also necessary for establishing more local head offices or 
local boards. Since 1935, however the above control has 
been withdrawn, although the Governor-General still 
possesses the right to nominate not more than two direc- 
tors of the Central Board as well as the right to appoint 
one Government official. 

Functions of the Imperial Bank before 1935. 

The Imperial Bank of India sought to combine till 
April 1, 1935 the functions of a commercial bank with 
those of a central bank. In its capacity as central benkr 
it had the following fnno^ns : 

('1) It acted as a ranker to the Government. The 
Qoverni^ t Datong wwe Kept with it, free of "intete^ ?* 
This, of ^course, involved the abelHiien of the Besert^^, 
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Treasory System. The bulk also used to manage toe 
Govern meBt’s pul^ic debts and provided a macbiaefy 
tor the issue of Goveimment ioan s. The t*aper Gurmicy 
Department of the Government of India codd also issne 
loans to it to a maximum of Bs. 12 croros against the 
security of inland bills of exchange. 

(2) It also acted as a s ort of bankers* buik. Mos t 
of the le^a ding banks of India including foreign Exchang e 
ban ks use d to k eep a portion of their c as h reserve with 
the Imperial Bank! The Imperial Bank was also respon* 
Bible for the management of the 11 Clearing Ho uses in t h» 
different commercial centres of India. The bank also 
provided cheap remittance facilities both to the other 
banks and the members of the public. 

In its capacity as a commercial bank, the types of 
business in which it codd engage were strictly de6ned by 
the statute. Broadly speaking, the bank codd receive 
deposite in India, discount bills of exchange payable in 
India and Ceylon, invest in certain specified securities, 
and open cash credits on the security of o^ain specified 
securities or of goods or of documents of title to goods, 
deposited with or assigned to the bank. 

The biuiness which the Imperial bank 
y could not tramaet 

(l)VThe Impend Bank was, ia the first places wevea * 
ted from de aling in F<welgn billB of exchange. The oBioial 
w— tfiatthiatyiy of hesiaem liras lui^ly 
lidQi ' and more or less speoidative in e b a r aete r . The 
laiperial Bank being ^a certral bsadt^ esfald no^ themfiat St 
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be allowed to transact this type of business. The real 
reasoni however, was the jealousy of t!h e ‘British exchange 
banks which have always looked uix>n the exchange 
business as their own close monopoly. Exchange banking 
is, in reality, not at all risky, as otherwise we can not 
explain the uniformly high dividends earned by various 
exchange banks. The bank was, however, allowed to deal 
in forein exchanges for the bona-fide personal require- 
ments of its customers. 

(2) The bank was not allowed to grant loans against 
securities other than certain specified Becuritie8ror~for 



six months or against immovable 


{Periods exceedin 
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required to establish lOQ new braoches in the count ry 
which would . at once promote the saving and investment 
habits of the public and help Indian commerce, indus* 
tries and agriculture. It was hoped that the Imperial 
bank with its numerous branches would be a great 
bulwark of strength to the Indian joint stock banks, the 
co-operative banks and the indigenous bankers. It was 
also expected that the country would for once enjoy an 
e lastic curr ency and credit system, uniform and compa- 
ratively low rates of interest and cheap remittance 
facilities. 

All these expectations, however, were doomed to dis- 
apiiointmcnt except in small parts. True, the Imperial 
B ink showed great vigour in opening new branches in the 
first few years after its inception, but practically no new 
branches have been opened since March 1926. Again, 
about .50 per cent, of the new branches are situated in 
places where there had been some Indian joint'stock bank. 
In those centres, therefore, the Imperial bank has ser- 
ved only to deprive the Indian banks of a large part of 
their own legitimate business, the prestige of the Imperial 
bank as a banker to the Government, enjoying Govern- 
ment balances, free of interest, having given it a privileged 
position vis-a-vis other joint stock banks. Again many 
of the branches have been run at a loss, which has bedh 
possible because of the enjoyment of the interest-free 
Government balances. Above all, the. braD<^e8 the 
Imperial bank do not tom to have confwred mnch bene- 
fits on the localities where they are sitttated. Bather, 
they have served to drain away~local deposits for tiie 
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ImneBtof the comtnercial centres. The branch*makiaK 
activities oE the Imperial bank, therefore, , cannot be 
viewed with any approval or complaceny. 

Secondly, the Imperial bank has also been charged 
with making discrimination against Indian business people 
and commercial firms. The superior officers of the 
Imperial bank who are almost invariably Europeans have 
generally favoured European commercial firms in their 
competition with Indian businessmen. 

Thinlly, the Imperial bank is also charged with hav- 
ing made a discriminatory treatment of Indian joint stock 
banks when the latter were in difficulties. When the 
Alliance Bank of India failed, the Imperial bank generous- 
ly offered to i»y off one-half of the demands ' of the cre- 
ditors of the Bank. But when Indian banks were in 
trouble, the Imiicrial bank has not generally shown much 
enthusiasm for rescuing them. 

Icurthly, the Imperial bank is also charged with 
having denied proi)er training facilities to educated 
Indian youths. The officers’ posts were until recently 
almost wholly filled by Europeans. 

On the other hand, it is well to point out certain sub- 
stantial benefits which have been derived from the Impe- 
rial Bank, the establishment of the Imperial bank with its 
numerous branches scattered throughout the country has 
certainly helped to bring down the rates of interest pre- 
valent in differait regions as well as to bring about some 
form of uniformity interest rates. Tbe joint stock 
banks have been compelled to reduce their interest-rates • 
even in regions where there is no branch of the Imperial 
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t)ank, lest a higk-rate of interest mk^ht induce the Imperial 
bank to open its brandies in these regions. The Imperial 
bank has also helped much to finance the internal trade 
■of the country inclnding the movement of croiis. Again, 
the fluctuations of the /laroor hunii-rate in the diflferent 
commercial centres and in the different seasons of tho 
•year have been considerably mitigated by the establish- 
.ment of the relatively stable Imperial bank hundi-rate. 
Lastly, tho co-oiJer.itive movement of the country has also 
■enjoyed liberal assistance from the Imperial Bank. 

^Concluding observations. 

The failures of tho ImiJcrial Bank of India were partly 
due to its preixmdernntly European composition and partly 
due to its complicated statutory character. The charge 
of racial discrimination which has been levelled against 
the Imiierial bank is largely correct because of the pre- 
dominantly Eurnijean composition of the Boards of Direc- 
tors and of its superior staff. Again, the Imperial bank 
could not properly discharge its duties as a bankers’ bank 
as it was itself a commercial bank naturally anxious for 
reaping maximum profits. It was, therefore, inevitable 
ithat its mono|x>li8tic use of interest-free Government 
balances as well as its prestige arising out of its close 
assoeiation with the government would give it a great 
vantage-ground in its rivalry with Indian joint-i^tock 
tbanks. The statutory exclusion of exchange business, 
obviously due to the jealcnuy of the European exchange 
banks, served only to point out to tho Imperial Bank the 
necessity of devcloffing its bnsiness in the field of internal 
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banking, at the expense of Indian joint-stock banks^ 
Again, if indigenous bankers did not get ready help fron^ 
the Imperial bank, it was also largely duo to ignorance of 
the European directors and ofiBcers about the methods of 
our native bankers. Lastly, the failure of the Imperial 
Bank as a Central bank was due to the dual nature of the 
control over currency and credit exercised by the Govern- 
ment and the Imperial Bank respectively. No Central 
bank can properly regulate the movement of prices, unless 
it has got a unified control over both currency and credit. 
In the case of India, the responsibility for the issue of 
Currency notes lay with the Government. Even as 
regai'ds credit, the Imperial bank could not exercise more 
than a very partial control. In the first place, the money- 
market of India has never been unified, there being 
always a wide gulf between the iCuropcan and the 
fndigenous money-markets. The only control that was 
possible was in the European section of the money -marketr 
And even in that limited field, the absence of a bill- 
market proved to be an almost insuperable obstacle. 



THE RESERVE BANK OF INDIA. 

Origin of the idea of a Central bank. 

The idea of a Central bank is almost a centnry old^ 
As eiirly as 1836, a lai^gc body of merchants interested iii' 
the East Indies submitted a scheme for a Central bank, 
which would confer monetary stability. The establishment, 
of the Presidency banks, however, put an end to the idea 
of an all-India Central bank. About 1867 the idea of a' 
Central bank was once more revived, though this time 
it took the shape of a proposal for the amalgamation of all 
the three Presidency banks. It was not till, however, 
1920 when the Imperial Bank Act was passed that the 
I)roposcd amalgamation was effected, although the Fowler 
Committee in 1898, Lord Curzon’s Government in 1901 
and Mr. J. M. Keynes in 1913 had recognised its^ 
necessity. 

The Imperial Bank of India, however, which came* 
into existence in January 1921 was not a true Central 
Bank. As we have already seen, it was a hybrid organism' 
combining the functions of a Commercial bank with those' 
of a Central bank as far as possible. As a Central Bank 
it enjoyed the balances of the Government which, how* 
ever, idaced it in an extreme]y privileged podtion in its 
capacity as a oommerdkl bank competiiqe with other 
rival commercial banks. Secondly, the branch-making: 
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nctivitit'S of the Imperial Bank were detrimental to the 
development of many ordinary joint'Stock banks which 
-were devoid of any connections with the G-ovemment. 
Being thus a formidable rival of ordinary commercial 
ibanks, the Imperial Bank could not be a trusted bankers’ 
bank which every Central Bank ought to be. Moreover, 
unlike other Central Banks, the Imperial Bank did not 
■control the note issue, and as such in the absence of a 
-unified control over currency and credit policy, it became 
'impossible to achieve monetary stability. Above all, tho 
Imperial Bank, because of its alleged hostility towards 
Indians and Indian interests, forfeited the general confi* 
-dence of the Indian public upon which the utility of a 
•Cenji^itl bank so vitally det)cnd8. 

Proposal to coiwert the Imperial bank into a 
\/ Central bank. 

As^ the Imperial Bank, as it was then constituted, was 
'frankly undesirable as a Central Bank, there were two 
alternative proposals before the Hilton Young Commission : 
•One to convert the Imperial Bank into a full fledged 
•Central bank, and the other to create a bran-new Central 
bank to be known as the Reserve Bank of India. 

As regards the first proposal, the arguments in favour 
of the proposal may be summarised as follows. 
"(1) Historically, the Imperial Bank was created to serve 
as a Central bank. If, theroforo, its Central banking 
functions were imperfectly fnlfiUed, it was partly because 
-oi its additional rde as a cooHnercial bank and partly 
Jbecaose of the absence of the note^issuing power. Hence 
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at was aigaed that the Imperial Bank could easily be 
converted into a faU*fledged Central Bank both by depriv* 
ing it of its functions as a commercial bank and by giving 
it note>i88uing authorities. (2) Secondly* it waa argued 
that the Imperial bank, by its i^onged experience as a 
Central Bank, however imperfect, had already earned the 
title to become a Central Bank in the fullest sense of the 
term, and as such it would not be proper to think of any 
bran-new Central Bank. 

As against the above arguments in favour of the 
proposal, the following reasonings were urged against the 
firoposal for converting the Imtierial bank into a true 
•Central Bank : — 

(1) In the first place, it was observed that the 
Imperial bank was already the biggest commercial bank 
in the country with a fairly large number of branches. 
If, therefore, the Imperial Bank was now to be deprived of 
its character as a commercial bunk, it would mean a very, 
heavy blow to the business community who would lose the 
services of the biggest commercial bank iit the country. 
'(2) Secondly, it waa argued that the Imperial Bank 
could play an even more important part in the economic 
life of the country, if it was freed from those restrictions 
which had been imposed upon it owing to its dual 
character as a Central Bank cum commercial bank. 
The Commiswon might alsQ have mentioned the u»p(^< 
larity of the Impmud bank among the Indian comment 
public owing to its alleged Hostility towards Indians and 
Indian. firms. 
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However, both the Hilton Yoang Commission and the- 
Central Banking Inquiry Committee recommended the 
creation of a bian*new Central bank. The Commission 
also suggested that the proposed bank was to be a private 
Corporation, though it was to act in close collaboration- 
with the Government. True, Indian public opinion had 
insisted upon a state bank. The Commission, however, 
opposed the idea on the ground of principle, ns a state 
bank responsible to the Central Legislature, would be 
peculiarly open to political pressure and ns such the 
monetary policy of the country would be dictated by 
the party in power at any particular period of time. The 
Commission also observed that with VC17 few e.vccptions, 
most of the Central banks of the world were private 
banks, and as such in having a i>rivatc share>holders' 
Central bank instead of a state bank, India would be in 
very good company. Further, the Commission observed 
that in view of the diversity of local conditions in the 
different imrts of India, the American federal reserve 
system rather than the British unitary system was most 
appropriate to Indian conditions. There should be 
different local boards ns well as a central board with a 
majority of members elected by the share-holders, to- 
manage the affairs of the Central Bank in the interest of 
the country as a whole and not of certain predominant 
financial centres. 

Lastly, the Commission also recommended certaim 
detailed regulations as r^ards the principle of note-issue 
to be adopted, etc. As we have already noticed, the 
Proportional Reserve system was recommended in superses' 
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AiOD of the thea esUtiaK fixed fiduciary reserve system 
adopted since 1861. In this latter respect also, the 
U. S. A. rather than the United Kingdom was held out to 
lie India’s model. 


The Reserve Bank Act of 1934. 

Soon after the publication of the Hilton Young 
Commission Report, the Government of India sponsored 
two Reserve bank bills in rapid succession, both of which 
however, after a stormy reception in the Central Legisla- 
ture were destined to be torpedoed. When the first bill was 
Introduced, differences, at once arose owing to the 
controversy between a state bank wrsm a ivivatc share- 
holders’ bank. Although, following the Select Committee’s 
'recommendation, tho principle of a State bank was 
adopted, no agreement could be reached as regards the 
composition of the directorate. Ultimately, however, Sir 
Basil Blackett put forward a scheme which had a 
fair chance of being passed by the Assembly* but to the 
•surprise and resentment of all, the bill was withdrawn, 
iiresumably on the receipt of dictates from White-hall. 
Next year, i.e, in January 1928 a new Reserve Bank Bill 
was published which had altogether abandoned the 
jwinciple of the state bank. That bill was an ill-fated one 
and was even denied the opportunity of being moved in 
4he Indian Legialative Assepibly on the tedinical ground 
ihat the pnevioas had not yet been witiidrawn. 

For some years no further step ooald be taken in , the 
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direction of equipping India with a Central Bank- 
Meanwhile, however, the prospect of an Alhlndia Federa« 
tion embracing both British India and 'Indian' India 
which was accepted by the British Government at the- 
Ronnd Table Conferences, generated a novel type of 
pressure for the establishment of a Central Bank in India. 
It was made perfectly clear by the British Government 
that Central Responsibility could not bo granted unless 
a Reserve Bank of India, free from politicabpressure, was 
established which could safe-guard India’s monetary 
standard and exchange stability. Accordingly, in Sei>tem- 
ber 1933, Sir George Schuster, the then Finance Member 
of tho Government of India, introduced a new Reserve 
Bank bill practically on the lines of the recommendations 
of the Hilton Young Commission. This bill with some 
amendments was passed by the Central Legislature in. 

im 

Cionstitution of the Reserve Bank. 

The Reserve Bank of India which has been function, 
ing since April 1. 1935, is a private share-holders’ bank. 
Its total share-capital is Rs 5 crores divided into shares of 
one hundred rupees each, fully paid-up. There are five 
separate registers of share-holders maintained in Calcutta,. 
Madras, Bombay, Delhi and Rangoon, and the nominal 
value of the shares allotted to these different r^stetn is 
asfcdlows: Calcutta Idfihdehs, Bombay Rs. 140 lakhs, 
Delhi 115 lakhs, Madras 70 lakhs and Rangoon Rs. 80 
lakhs. An Indian sabjects oi His Maiesty, the British 
Boverriipi, including Britidi subieets ordinarily resident 
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in India, as well as companies and oo^>perative societies • 
reeistered in India and scheduled banks may become* 
share-holders.' In partioalar, subjects of the British sdf* 
governing Dominions are not allowed to become share- 
holders, Each share-holder has one vote for every 6vc 
shares subject to a maximum of 10 votes. The Bank 
has got five offices in Calcutta, Bombay, Rangoon, Madras 
and Delhi and a branch in London. It may establish 
branches or agencies in any other part of India with the 
lirevious consent of the Governor-General-in-Council. 

The general management and sniierintendenco of the 
Reserve Bank is entrusted to a Central Board of Directors^, 
while the five local boards of Directors are primarily 
advisory bodies to the Central Boai*d and may only dis- 
cha^e delegated functions. 

s/Thc constitution of the Central Board which consists 
of 16 members is as follows : — 

(a) A Governor and two Deputy-Governors to be* 
appointed by the Governor-General-in-Council after consi- 
dering the recommendations of the Central Boui^d, 

(b) Four Directors to be nominated by*the Governor- 
General-in -ConneiL 

(c) One Government official to be nominated by the 
Governor-General-in-Council to safe-gnard the Government 
interests and to represent the Government view. 

(d) Eight Directors to be elected by the share-holders 
in toe various local reguters, two each by Calcntta, 
Bombay and De&i, and hoe each by Madras and Rangoon. 
jUnOng those toctemi directors the nominated Govemmeiit 
^dal and one of the Deputy^SWemors will not have toe 
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^powor to vote. In practice, so far only one Pepnty- 
Oovernor has been appointed. The nominated government 
.official is the secretary of the Reserve Bank.' 

The Local Boards consist of 8 members each, three of 
vof whom are nominated by the Central Board from among 
the share-holders on the local register with a view to 
secnring the representation of territorial or economic 
interests, the remaining 6ve being elected by the share- 
.holders on the local register. The Local Board has to 
advise the Central Board on all such matters ns may be 
specifically or generally referred to it by the Central Board 
and to perform all other functions which may be delegated 
' to it by the Central Board. 

Functions of the Reserve Bank. 

(1) The bank may accept deiMsits, free of interest, 
from the Government, local authorities, banks and any 
.other Iverson. The provision as regards interest is neces- 
sary in order to prevent the Reserve Bank from compe- 
ting with commercial banks. 

(2) The bank may purchase, sell and re-discount bills 
of exchange and promissory notes, arising out of bona- 
fide commercial transactions or of trade in Government 

. securities bearing two or more good signatures, one of which 
must bo that of a scheduled bank, and maturing wi^in 
90 days from the date of such purchase or ic-discount 

(3) The bank may purchase, sell and re-discount 

agricultural bills, matarim witiiin 9 months, but one of 
,^e two signatures has to be ^t of a sdieduled bank or a 
.ptovinoijd co-operative bank. . . 
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(4) The bank may make loans and advances to Native 
•states in Indhi, local authorities, scheduled banks or 
provincial co-operative banks, repayable either on demand 
•or on the expiry of 6xed periods not exceeding 90 days 
against trustee securities, gold or silver, eligible paper, 
promissory notes of scheduled or co-operative banks 
supported by documents of titles to goods. 

(3) 'J'he bank may make ways-and-means advances, 
to the Central or the Provincial 'Governments repayable 
within 90 days. 

(6) The bank may purchase or sell securities of the 
Government of India and of the Government of the 
United Kingdom subject to certain fixed maxima. 

(7) The bank may act as an agent of the (Secretary 
•of State, or of the Central Government or of Local Govern- 
ments in the mr.tter of purchase and sale of gold and 
silver, management of public debt, etc. 

(8) The bank may also enter into agency agreement 
with central banks elsewhere. 

(9) The bank may borrow money fora period not 
■exceeding one month from a schednied bank or other 
■central banks. 

(10) The bank is . also endowed with the monopoly 
.of note issue, sul^ect to certain conditions. 

(11) The bank if also asthoriaed to re-discount mpee 
import bills when they emne into existmiee and to conduct 
•open market operations. 

43 
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yBuMoeM whidi th» bank cannot tranMct. 

Tho bank b prohibited from : 

(1) Eagaging in trade or having a direct interest in> 
any commercial or industrial undertaking (except tem- 
porarily to satisfy its claims). 

(2) From purchasing its own shares or the shares of 
any other bank or company, or from granting loans on- 
such security ; 

(3) From advancing money on immovable property 
or from owning such property (except for its own business 
premises). 

(4) From allowing interest on deposit, and 

(5) From drawing or accepting bills payable otherwise 
than on demand. 

Regulations as regards Note Issue. 

Although the Reserve Bank of India is based more onr 
the American than on tho British model* in one vital 
respect, it resembles the Bank of England* in that the 
Issue Department is completely separated from the Bank- 
ing Department. The Assets and Liabilities of the Issue 
Department are shown together in a separate place in the 
published Bank returns. As r^ards the fundamental 
principle of note issue, the proportional reserve system, 
rather than the fixed fiduciary note issue system has been 
adopted. The bank may issue notes of the domiuations 
of 5, 10, 50, 100, 1000, 10000 rupees unless otherwise 
directed by the GovenuMvQeneral-tn-Oouncil on the- 
recommendationa of the Central Board. The bank notes- 
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»re declared to be ualimited legal tendw and tiiegr am 
guaranteed bf the Qovernor-General’in-Coaneil. 

The Assets of the Issue Department consist the 
following items . — 

(1) Not less than fths of the total value of notes 
issued shall consist of gold coin, gold bullion, or sterling 
securities, provided that the amount of ^old is not less 
thanBs. 40 crores in value. Again not less than i^ths 
of the total amount of gold assets is to be held in British 
India. 

(2) The remaining three>fifths may be held in rupee 
coin. Government of India rupee securities of any matu* 
rity, and such bills of exchange and promissory notes 
payable in British India as are eligible for purchase by 
the bank, provided that the rupee securities shall not 
exceed one-fourth of the total amount of the assets or Rs. 
50 crores whichever amount is higher (the amount may bo 
increased by an additional amount of Rs. 10 crores with 
the previous consent of the Governor-GeneraUin-Council.) 

(3) For purposes of reserve, gold is to be valued at its 
per value, i. e. 8'475I2 grains of fine gold per rupee, rupee 
coin at its face-value, and securities at market-rate. 
Sterling securities are defined as balances at the credit 
of the Issue Department of the Bank of England, bills of 
Exchange drawn on and payalde in the U. E. within 90 
days, and Government securities of theU. K matuiing 
within 5 years. 

(i) It is also bud doiro that on the date of tite 
tramrfer the note iasue and of the transfer isi Ae Chdd 
Standard and Currency Reserve to the Reserve 
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Bank by the Gevi^ment of India, the gold coin, gold 
bullion, and sterling securities shall not be less than one* 
half of the whole amount transferred, while the amount of 
the rupee coin shall not exceed Rs. 50 crores. 

(5j The Act also provides for the issue of tax-weigh- 
ted notes with the previous sanction of the Governor- 
General-in-Council for periods not exceeding thirty days 
in the Brst instance, which may be extended from time to 
time, with the previous consent of the Governor-General- 
in-Council, by periods not exceeding 6fteen days. During 
these iieriods, the bank may hold as assets gold coin, 
bullion and sterling securities of less than two-6fths of 
the total assets. The rate of the tax will increase with 
every diminution of the proportion of the gold and sterling 
assets, subject to the maximum rate of 6 per cent. 

(6) The bank is under an obligation to supply different 
forms of currency. It is required to convert ail bank notes 
and the existing volume of currency notes previously 
issued by the Government of India into notes of smaller 
denominations or silver coins in such quantities as may in 
the opinion of the bank be required for circulation. The 
Governor-Goneral-in-Council shall supply such coins to 
the bank on demand. 

Exchange obligations the Reserve Bank. 

The Reserve Bank is required by the Act to buy sterl- 
ing and to sell sterling with a view to maintaining the 
staUlity of the.mpee-sterUng •exehange rate at la 6d.. It 
is also required to devise a soitaUe monetary standard for 
India in coliabmation with eenteal hanks elsewhere, onee 
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the international monetary situation becomes more stable 
than it is. 

Obligation of schodulod banks to the ResetTO 
Bank. 

f 

Commercial banks having a paid-up caiutal and reserves 
not being Rs. 5 lakhs are generally included in the list of 
member or scheduled banks. At present, there are some 
fifty scheduled banks. Every such bank is required to 
maintain with the Reserve Bank a balance the amount of 
which shall not be less than 6 per cent, of its demand 
liabilities and 2 [Ksr cent, of its time liabilities at the close 
of the business on any day. This provision enables the 
Reserve Bank to centralise the banking reserves in the 
country in the interest of credit control as well as to 
lirovide, however iiartially, for the liquidity and safety of 
the deposits of the member banks. Again, each scheduled 
bank is required to send a weekly return both to the 
Reserve Bank and the Governor-General-in-Council a 
balance-sheet showing its total assets and liabilities in 
every possible detail. Provincial co-opprative banks, 
though they arc not required to maintain any balance at 
the Reserve Bank, may also be r^uired to supply all 
necessary informations to the Reserve bank. 

The Reserv* Bank and the Imperial Bank. 

Undmr the Act, the^Reserve Bank has entered into an 
agreement with the Imperial Bank of India, wbich will 
last for a period of ;6J^a years in the fink instanee and 
which will remain in fdree thereafter, unless terminated 
after 5 years* notice on ^her side, provided the laqittial 
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bank maintains a sound financial position. Under the: 
Agreement, the Imperial bank is to be the sole agent of 
the Reserve Bank at all places within British India where 
there is a branch of the Imperial Bank and where there is 
no branch of the Banking Department of the Reserve 
Bank. The Imperial Bank is to maintain tho existing 
number of branches and can not open a new branch in 
substitution of an existing branch without the previous 
consent of the Reserve Bank. The Reserve bank is to 
pay for the first ten years to the Imperial bank a commis- 
sion on the amount of the business transacted by the 
latter on behalf of the former as well as a consolidated 
amount in consideration of its maintaining its existing 
branches which will be Rs. 9 lakhs during the first five 
years. Rs. 6 lakhs during the next five years and Rs. 4 
lakhs during the next five years. 

The Reserve fund. 

Since the Reserve Bank is not a dividend-earning 
concern and since the maintenance of an adequate reserve 
fund is necessary both for covering depreciation in the 
value of its assets as well as for promoting general confi- 
dence in the banking system of the country, it has been 
laid down that out of net profits of the Reserve Bank 
dividends at the rate of not more than 5% on the share- 
capital should be declared at the first instance. If there 
is a surplus, so long as the Reserve fund is less than the 
share-capital, at least Rs. 50 lakhs of the sorplasi or the 
whde of the sui^ns, if it is less than that amount, should 
be allocated to the Reserve fund. Aftor that an additiond 
dividend may be paid on a: fixed seale subject to the: 
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tnaximnm C0D8<didated rate of 6 per cent, while the 
halance will be paid to the Govemor-GeneTal-in<Coundl. 

The Resenre Bank Rate. 

The Reserve Bank is isqaired to publish from time to 
time the siandard rate at which it will buy or rediscount 
bills of exchange or other relevant documents which are 
•clearly defined by the Act. It has got the discretion to 
•discount agricultural bills at concessional rates. 

The weekly Return. 

The Reserve Bank is required to submit a weekly 
return to the Governor-General>in-Cooncil of the account 
of the Issue and the Banking Departments. It is also 
required to submit an annual account to the aforesaid 
Authority. 

Agricultural Credit Department. 

The Reserve Bank has in fulfilment of its statutwy 
requirement opened an Agricultural Credit Department 
the functions of which are two-fold : (a) Maintenance of an 
expert staff to study all questions of agrictrltaral credit, 
which is available for consultation by all public authorities, 
provincial co-opwative banks and other banking organiaa- 
.-tions. (b) Co-ordination of the operations of the bank in 
•connection with agricultural credit The Reserve Bank 
was also required to publish a report on the working of its 
Agricnteutal credit Depaitmnt within three year's of its 
Inanguration wMeh Report was pnUished in Decendwr 
1937. We givo below a brill summary of the relevant 
observations in the nlore-mentioMd Statntery Report 
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The Reserve Bank and ttie co-operative movement; 

After giving a brief critical review of ‘ the present 
position of the co-operative movement in the countrj’ 
the Statutory Report deals with the probli^ms of co-ordina- 
tion between the Reserve Bank and the co-operative 
credit societies. At the very outset, the Report emphasises' 
the necessity for the Reserve Bank to maintain large cash 
reserves in order that it might be a successful bankers’ 
bank. Since the cash reserves of the Reserve bank are 
intended to benefit the scheduled banks in the times of 
emergency, they can not obviously be locked up in forms 
of business whicli the scheduled banka themselves would 
not undertake on account of the risk, the length of the- 
period, the lack of liquidity or other reasons. It is there- 
fore obviously impossible for the Reserve bank to lend to* 
agriculturists direct or to advance large sums to co-opera- 
tive banks for being lent out to cultivators as a matter of 
course. The Government alone can do this. Co-operative- 
banks, therefore, must increase their own cash reserves- 
by fighting the hoarding habits of the people. The Reserve 
bank can help only indirectly by making the banking 
system in the country both safe and stable, which it can 
only do by maintaining adequate liquid reserve. The* 
Report concludes by observing that the excessive expecta' 
tions of assistance from the Reserve bank are due to some* 
fflisunderstAndingand by explainuig clearly the terms on 
which the Reserve bank is authorised to lend to ptovindal 
co-operative banks and central land-tnMiigaf^ banks^ 
declared to be provincial co-operative banks. . Thr 
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Reserve banks can make advances in the following' 
manner : — 

(a) Loans or advances to provincial co-operative' 
banks and central land mortgage banks declared to be* 
provincial co-operativo banks for ninety days against' 
Oovemment paper, against approved debentures of recog- 
nised land mortage banks which are really marketitble’ 
and declared to be trustee securities. 

(b) Loans or advances to provincial co-operative banks- 
for ninety days against promissory notes of central cO' 
oi)erativc banks and drawn for*.6nancing seasonal agricul*- 
tural operations, or against promissory notes of approved 
co-operative marketing or ware-housing societies endorsedi 
by provincial co-operative banks and drawn for the market- 
ing of croiM, or on the promissory notes of provincial co- 
oi)erative banks supported by ware-house receipts or pledge- 
of goods against which a cash credit or overdraft has been* 
granted by the provincial co-operative bank to marketing 
or ware-housing societies. 

(c) Rediscounting of promissory notes of^ central and 
mortgage banks maturing within nine months, drawn for 
hnancing seasonal agricultural operations^ or of promissory 
notes of approved co-operative marketing or ware-housing 
societies endorsed by provincial co-operative banks and 
drawn for the marketing of crops, and maturing withim 
nine months. 

The Reserve Beak and lndiienom benkets. 

It is a well-known f&ct that 1^' far Ike most over* 
whelming portion of onr total rural credit facilities {o' 
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offered by the .indigenous bankers whether professional like 
-the Banias or Sahnkars or private individnals. As these 
money-lenders, however* charge exorbitant rates and are 
not very scmpulons in their methods and practices, paUic 
opinion has been very restive in this respect. The evils 
of indigenous banking have been sought to be remedied 
in three different ways : (a) Reduction or cancellation of 
old ancestral debts which have assumed colossal propor- 
tions ; (b) establishment of rival credit institutions which 
offer loans at a relatively cheaper rate of interest, and (3) 
Regulation of indigenous banking activities. 

As regards the first, the statutory Report while justify- 
dng legislations aimed at the scaling down of old debts, 
■emphasize the recognition of the fact that they are essen- 
tially emeigency measures to be justified only by the 
occurrence of unusual circumstances. It also recommends 
ihe enactment of simple rural insolvency law for dealing 
with the cases of hopelessly involved cultivators. 

Regarding the second remedy, co-operative credit 
societies and land mortgage banks have already been 
ostablished, though the number of the latter is still hope- 
lessly inadequate. All that is necessary is to re-organize 
-the existing institutions with a view to making them more 
useful and business-like. 

Lastly, we have to deal with the problem of the regula- 
tion of the indigenous bankers. The Central Banking 
Inquiry Committee expressed the hope that when the 
Reserve Bank of India would be estaUished, the indige- 
nebs bankers would be linked with the apex bank and 
thereby get advances and re-dtsooant &oUities whid^ 
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-would go a long way towards Uie oqoalization of intorosfr 
rates throughout the country. The Statutory Beport. 
however, makes it clear that nothing can be done by tiio 
Reserve Bank unless the indigenous bankers set their own 
house in order. Indigenous bankws may be treated as 
scheduled banks only when they develop the deposit sido 
of their business, develop the practice of discounting bills 
instead of making clean advances as at present, publish 
their accounts, conBne their activities to banking proper, 
and adopt generally modern banking metht'^ds. 

Conclusions. 

Since the Reserve bank of India has come into 
existence for little more than three years, it is hardly 
ivoper on our part to criticize its activities in any great 
detail. A few general observations, however, may not be 
inappropriate. The Reserve Bank, though technically free 
from all political pressures, looks very much like a gramo- 
IPhone of the Bank of England in its actual operation. It 
has assumed an unduly conservative view of its duties and 
it appears to be more attached to the so-called principles 
of sound finance than alive to its great responsilNlitics for 
the economic transformation of India. The establishment 
of the Reserve Bank seems to have made very little altera- 
tion to the status quo in our banking system. What India 
wants today is a raifid development of diverse ^pesof 
credit institutioas answering the different crying needs-of 
ihe Indian people, pat^enUdy of the agfieultarists. 
Although we do not Ix^ve tiiat the establishmed of the 
Reserve Bank can become a panacea for all onr eooBOOiie 
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ills, we did expect that a new era would be iiianguratedt 
with its firm establishment. So far, however, pactically 
nothing has been done. The Reserve Bank has done nothing 
to re>oiganise and co-ordinate the activities of indigenous- 
bankers beyond giving some cheap conventional advice, to- 
promote an open bill market in India, to develop the use- 
of rupee import bills, to stimulate the exchange banking 
activities of Indian joint stock banks, to conserve the gold 
resources of the country, to regulate the value of the- 
monetary unit in the face of world-wide monetary chaos, 
and even to run to the rescue of one of the biggest of its 
scheduled banks when i t fell upon evil days. The favoured 
IMsition of the Imperial bank is still being largely main- 
tained, while the Indian joint stock banks have been 
definitely cold-shouldered. Thus the Reserve Bank has 
so far failed to take a dynamic view of its manifold 
obligations. It is to be hoped, however, that in future the 
Reserve Bank will learn to get away from its present 
conservative and re-actionary obsession and will play the 
part it was expected to play in the banking devclopmeut 
of the country. 

Concluding observations on the Indian 
money-market. 

We have completed our brief survey of the difiBereut 
constitaent elements of the Indian money-market. Before 
concluding this chapter, we now propose to glance at the 
picture as a whole in order to point out the main gaps 
4hat are yet to be filled befmre the Indian banking system 
can take its ritditful place alongside othmr great banking 
systems in the world. 
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To begin withi the money^muket of a country refws to 
ithat special organisation by which the woik of supplying 
-money and credit is carried on. In its widest sense, it incltt> 
des not only the short-term loan market, but also the long* 
'term loan maTket,the foreign exchange market, the discount 
market and the investment market. An ideal money-market 
should fulfil the following criteria ; First, it should be 
Mnfited and properly co-ordinated, ic^ there should be some 
more or fixed relationship between difiPerent interest-rates 
charged on different types of loans and against different 
types of securities and all the different credit institutions 
•should be amenable to control by one Central Monetary 
Authority which is to act, so to say, as the conductor of 
the orchestra. Secondly, it should possess liquidity, i,e., 
it should be easily possible to convert more or less frosen 
assets into liquid cash on relatively easy terms. Thirdly, 
lit should have mobility, i.e., funds should be capable of 
•being evenly distributed between different places within 
a country and between different types of business enter- 
, prises. Fourthly, it should have elasticity, i.e., there 
■should be some machinery for relieving monetary 
-stringency in the busy season and absorbing redundant 
funds in the slack season. Fifthly, it should enjoy 
.stability, i.e. the money-market should be [srotected 
alike from the gusts of undue optimism and the blizzard 
•of undue panic and pessimism. Lastly, it should have 
-adequacy, Le. there should be an adequate number of 
•credit institntions anMrering aB legitilua^ credit leqnfre* 
osents of the people for cBffsient purposes. 

Judged by the above criteria, Use Indian mon^-matlnt 
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is one of the oxMt imperfect money*market8 of the worldr- 
although its position today is cmiainly better thai> 
formerly, thanks to the estaUishment of the Reserve - 
Bank of India. In the first place, co-ordination and 
unification are largely conspicaons by their absence,, 
although we have got a Central Bank in our midst for 
the last three years. This is largely due to the reluctance 
of the Reserve bank to forge a connecting link with the- 
innumerable indigenous banks and bankers in the country 
who are still responsible for nearly 90% of our total 
availaUe credit facilities, until and unless the latter 
modernize their methods so as to approximate to the 
conditions of joint stock banks. Although we can easily 
sympathise with the fears of the Reserve bank in esta- 
blishing direct contacts with indigenous credit institutions 
whose business methods do not approximate to accepted 
banking standards, we can not but deplore the fact that 
no compromise solution has yet been attempted in the 
interest of a unified money-market in India. In our 
opinion, the Reserve bank of India forfeits all reison d'etre 
for its existence, once it declares its instability to arrive at 
some sort of linking arrangement with our indigenous 
bankers. It is no more possiUe to control the Indian 
money-market without the active co-operation of our 
native credit institutions, than it is possible to [day 
Hamlet without the Prince of Denmark. As things stand 
today, there is no relation between the htuoar hnndi-iate' 
and the Reserve bank rate. The latter might< remain 
fairly stable for a long period, bnt the former may movo* 
wid^ aeoording to the monetary demands ofdifierent- 
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seasons and in different places. In this respect, the- 
London money-market presents a remaricable contrast- 
There the vanons money- rates fdloir the lead siven by the 
Bank rate which sets the inx all 

The absence of a properly developed l^I market is also - 
largely responsible for the lack of elastility and liquidity 
in our money market It has also largely helped to 
maintain the existing gap between the European and the 
indigenous sections of our money-market Various factors 
have conspired to prevent the growth of ^n Indian bill 
market, such as the absence of bank acceptance businesst 
the drawing of sterling bills both for exports and imports, 
a baffling variety of customs as regards hundis, heavy 
stamp duty on bills, lack of proper ware-houses, prevalence 
of cash credit and over-drafts in our inland trade finance, 
the banks’ preference for investment in Goveinment 
paper, and lastly the unwillingness of the commercial 
banks to disclose the secrets of their bill portfolio to the 
Imperial bank which was a formidable rival bank despite 
its Central banking functions. So far, however, the 
Reserve bank has done very little to promote the develop- 
ment of a bill market, beyond recommending a subsittntial 
reduction in the stamp duty on usance bills. The Bank 
must take more active steps in order to promote the use 
of rupee impmrt bills, to stimulate the development of 
bank acceptance business, and to^indnde tim indigenous 
VnlcB in\the list of scheduled banks, brf<»e a bill market, 
80 vitally necessi^ for the Uquidiiy and coi^l d credit- 
money , can come into existence. In tiie absence of a bOL 
maricet the Bank Bate in India can not have the samo- 
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•fligaifi canoe as in England, nor can the Reserve Bank 
•successfully carry out open market operations so long 
as the indigenous bankers are not brought into some 
•organic relationships with the former. 

India has also suffered much from seasonal monetary 
•stringency in the past. The excessive demand for acjommo* 
dation in the busy season lasting from November to June 
■when the harvesting and movement of crops take places 
has been invariably followed by higher interest-rates. 
.As the busy season also coincides with the festival (Holi 
-and Dewali) and marriage season, the demand for'loan is 
•still further intonsihed. The abolition of the Reserve 
Treasury system in 1921 whereby Government balances 
are available for circulation, the provision ior the issue of 
emergency' paper currency adopted since 1020, the new 
•system of purchase of sterling by public tender whereby it 
is possible quickly to expand currency in the busy season, 
>-all these steps have contributed to the easing down of 
*the monetary stringency in the country. Above all, the 
-establishment of the Reserve bank registers a definite 
stride forward. For instance, the Reserve bank has 
-r^ulated the purchase and maturity of Treasury bills in 
such a manner as to absorb redundant currency in the 
• slack season and to release additional currency in the 
'busy season. Moreover, the Reserve bank, being the 
bankers’ bank, with the right of issuing notes, discounting 
Mils, making advances and of conducting open market 
^iwirations, can easily mii^Cate monetary stringency, 
if only the money-nuu^et- of India becomes properly 
^uilSed. ... 
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bot not the leset, the lodien mooef mar^ is nojt 
3 ret adeqOateljr developed. While there is a banni^ oflkf 
in the U. S. A. for every three thousand of the popnlation 
-and in the U.K. for every five thousand, in India there is 
-a banking office avaUable for as many as every four lakhs 
-of the population. Then again, whereas bank d^ixwits 
.l)er capita are about Bs. 1125 in the U. S. A. and Bs. 700 
in the U. K, the omresponding figure for India is less 
than Bs. 7. Such low deposits of Indian commercial banks 
are, of course, largely due to the low income per capita of 
the Indian people, but they^ are also partly due to the lack 
•of properly developed banking habits in India. The 
Indian iJublic have a great preference for the 80 >CBlled 
safe investment in Government paper, lands, buildings, 
ornaments etc. We may also add that the past failures of 
a large number of Indian joint stock banks had much to 
•do in bringing about the present public distrust of bank* 
ing deposits. For a proper development of banking in 
India many things have got to be done. In the first place, 
there must be a ra(dd all-round economic development of 
the country udiich is a fundamental condition for any large 
scale improvement of our banking system. Secondly, the 
number of banks or of the branches of banks has g(A to bn 
multiidied several times before . banking facility may be 
available to all and randry, care being taken fw a ptop^ 
regional distribidion of banking institutions throngboarfi 
the country. Again to inspire public ccmfideoce in tbe 
baidu, it is necessary tbomoghly to re-oiganisejthe Indiap 
JoitttetoQk banks so tiiat ptbUo conSdencs nay no loiaBir' 
.be shaken by sensatioiHd bask failures. The Be ie ry e 
44 
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Bank, tqp, must recognise its tremendous responsMity its 
this respect and be prepared to help readily all solvent 
banks in their moments of sadden crisis. 

Further, the Indian banking system must be enriched 
by a variety of financial institntione answering the 
difierent banking requirements of the public. The little 
banking development that has so far taken place has been* 
almost exclusively in the direction of commercial and 
co-operative banks. But we also require, and that very' 
urgently, a net-work of industrial banks which will play 
the same role in the industrialisation of the country ae 
is done by the industrial banks in Germany and Japan. 
Wo also recognise that the Reserve Bank can be of very 
great help in this regard as well. 

Lastly, the number of land-mortgage banks has got tO' 
be rapidly multiplied if we want to bring about a general 
revival of agriculture which is and perhaps shall always 
continue to be the major industry in India. Co-operative 
banks must also learn to stand on their own lege and 
must net be any longer dependent upon official spoon- 
feeding, if they are to play their appointed role in India. 

Above all, we must put an end to the existing domina' 
tion of foreign vested interests in our economic life. The 
foreign Exchange banks must be compelled to confine their 
activities to the exchange business proper and their right 
to receive deposits in India must be striotly restricted. 
The Reserve Bank must' also take proper steps for safe- 
,,gnarffing the interests of Indian depositors of these foreign 
.Banks. Steps should also be takmi to encourage lii£an 
vartidpatiw in this lucrative fore^ exchange bnrinoM.. 
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The Imperial Bank should also be transformed into a truly 
national institution and its privilged position vis-a*vi8 
other Itadian * commercial Banks' ahould be endedi There 
is absolutely no reason why the agency work. of. the 
Reserve Bank should not be distributed among all the 
Indian ^mmercial banks including the Imperial Bank of 
India. 

Such then is the brief outline of the picture of ' the 
ideal money-market which we envisage. Compared to 
that ideal, the situation today is very miserable indeed. 
Yet, there is nothing unattainable in that ideal, provided 
we have got the necessary amount of will and enthusiasm. 
It is perhaps futile to expect the Reserve Bank of India, 
as it is organised at present, to play the dynamic rolo 
.which it must play for bringing about that high consum- 
mation. A free India, however, can not be a silent 
spectator and must get rid of all obstacles, whether foreign 
or indigenous, which stand in our way. 
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INDIAN FINANCE AND TAXATION. 

Evolution of Federal Flnanee. 

Till the year 1833 the financial system of the three 
Presidencies of Bengali Bombay and MadraSi remained to 
some extent separate and distinct. At the same time, 
however, such separation was not very rigid in as much 
as the Burplas revenues of one province, notably those of 
Bengal, were freely utilized for wi[ang out the deficits 
occurring in other provinces. The Charter of 1833, 
however, established centralization, both administrative 
and financial, with a vengeance. The provinces were 
deprived of all powers of taxation, and even the smallest 
item of provincial expenditure had to be sanctioned by the 
Central Government. The Provincial Governments only 
obtained fixed lump.sum grants every year, the amount oi 
which depended largely upon the bargaining power of the 
respective provincial governments. The result was any- 
thing but healthy or salutary. There was no incentive 
towards economy, as a deficit budget in one year was the 
strongest argument for securing bigger doles in the sub- 
sequent year. On the other hand, economy in provincial 
expenditure was almost invariably penalised by reduced 
contributions in the subsequent yeare. Thus centralization 
had the most demoralizing effect upon the whole spirit of 
provincial adminiatEsliioa. 

It was not till 1860-61 that it was officially felt that a 
system of barren uniformity and .pedantic ceqfvalizatioa 
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«M nnniitBd to a ooontry liks India with vaat oontinenial 
Amensions and with great: divonity of local conditions. 
Mr. James Wilson* the first Finance Member of India, was 
the first high official to give vent to this feeling. 
Proposals iot decentralization were also made by Mr. 
Wilson’s snccessors. namely Mr. Samnel Laing, Mr, 
Massey, and Sir Richard Temple. Nothing, however, 
oonld bo done owing* to stubborn opposition from the 
Secretary of State for India, although the principal motive 
behind all these proposals was the relief of the Central 
finance. 

I 

The first step towards decentralization, however, was 
taken by Lord Mayo’s Government in ISiO. The Govern* 
ment of India reserved to itself all the sources of revenue. 
The Provincial Governments were given fixed grants 
which, however, they might supplement by means of 
additional taxation. The practical result was anything 
but desirable. The grant of the power of additional 
taxation could hardly make for economical administration 
in the provinces, It could only result in increased burden 
on the poor. 

The second step was taken in 1877. This settiement 
assigned to the provincial Governments financial control 
over services connected with general administration, land* 
revenue, excise, stamps, law and justiee, and at the same 
time gave them the revenues raised from law and instioe, 
excise, stamps, and some miscellaneoas items. The third 
gi^ s^, was taken in tfiStwhen anew'ptiifciffie inis 
adopted wherlv the Prmrinciol Govanments were to 
receive a certain, proportion ef the Imperial revenue 
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instead of getting a fixed sum of money from the Central 
Government to make good a|iy excess . of provincial 
expenditure over provinmal receipts. According to this 
settlement, certain heads of revenue were either wholly 
Imperial or wholly Provinciah while others were divided 
between the Central and the Provincial Oovornmcnts. 
Uptil the war* this arrangement more or less persisted, 
though with some modifications notably in 1904 when the 
system of provincial contracts was declared to be more 
or less permanent. 

Indinn Finance under the'Mont-Ford Reforms. 

The Government of India Act of 1919 tried to solve the 
problem of Indian finance by mrans of a more or less com- 
plete separation of Central and Provincial heads of revenue 
as well as expenditme. The most important Central 
heads wore as follows : Income-tax, customs, certain 
central excises (e.g., on match, sugar), Railways, Sal^, Pro- 
fits of coinage, Tributes from Native States, opium, net 
receipts from Posts and Telegraphs, and certain miscella- 
neous receipts. The most important Provincial heads of 
revenue wore Laud revenue. Stamps (both judicial and 
commercial). Registration, Forests, Irrigation, and certmn 
miscellaneous receipts. The total income of the Central 
Government in 1921-2 amountod to Rs. 115‘21 crorcs, 
customs having contributed Rs. 3 4' 11 crorea, lueome tax 
Rs. IS’74 crores, salt 6‘31 erores, opium 3*07 crores, and 
Railways 15’2l crores. The total income of the Provincial 
Qovemmeuts under the Act of 1919 ropghly appro.xi- 
qtated to Rs.- 80 crores, Land-ievenne contributing -Ba.- 29 
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«rore^ oxciae 14 crorea, atampa 11 crorea. Irrigatioa 8 
crorea* Foroat 3 crorea. and Regiatration 1 crore. 

The Meeton Awerd 

The complete aeparntion of Central and Provincial 
Hoads of revenue rcsnltcd in a Central deficit of Ra. 9*83 
•crorea, which had to be provided for by a achemeof 
.provincial contributions to the Central Exchequer* 
Accordingly, a financial Relations Committee was appoint* 
•cd in 1920 with Lord Meston ns Chairman to consider 
this and other allied questions. The Meston Committee 
recommended a system of initial contributions which were 
io bo gradually reduced over seven years to certain 
standard contributions from the Provinces to the Centre. 
The initial contributions wore based uixm the increased 
spending power of the Provinces due to the now distribn* 
tion of revenue heads, and the only consideration borne 
in mind was that no province should be compelled to 
resort to fresh taxation or bo faced with a deficit because 
«f the contributions. The joint Parliamentary Committee 
ihad recommended that in no case should a Province be 
required to pay more than in the first year and that the 
•standard contributions should be reached by gradual 
reduction in the aggregate central deficit, the relief being 
Civon to those Provinces whoso initial coabibutions were 
in excess of tbeir standard contributions and in pcof^ion 
•of such excess. 

« 

The - Meston Award caused a great di»>ittti8faetion to 
ihe difforqut Provinces, owing to the arbitrary nature 
ghe, method upon which it was based* Increased revenues 
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could not bfi 8 scientiflo proof of Increased capacity for 
tlio payment of doles to the Central Governi^ent, irrespcc* 
tive of the heeds of the different Provinces. Madras, the- 
United Provinces, and the Punjab suffered most, as their 
contributions, both initial and standard, were rated at 
very high figures. Moreover, the Meston Award was 
based upon false hopes of comfortable Provincial surpluses- 
which never materialized in actual life. Thanks, howeverr 
to the gradual improvement of the Central finance, it was 
found possible to grant substantial remissionB in 1925*26^ 
still further remissions in 1926-2 •, complete suspension in> 
1927*8, and complete relinquishment in 192S-9. 

Critical evaluation of the Financ distribution' 
under the Mont*ford Reforms 

The inroccss of financial decentralization first initiated 
by Lord Mayo’s Government in 1870 was carried to its- 
fullest logical extent by the Government of India Act of 
1919. The Joint Parliamentary Committee, however,, 
seems to have tried to solve the problem from the wrong 
end, in as much as they fancied that it was not possible 
to grant financial freedom to the Provinces without a 
complete separation of Heads of revenue. The rig ht 
approach, i whaps. would have been, if separation, of 
raf S^han separation of sonrccs, were insisted 
d]^. Th6 Committee also seems to have assumed that- 
there is a n atmul line of demarcation bet ween the i 
Provincial and Central sources of revenne. A symmetri* 
onl treatment was met^ out to all the Provinces, no- 
consideration having been paid to the elasUcitics of tfa»' 
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different Heads of provinoial revenue, or even to the* 
needs of this different provinces. For ozamide. Land 
Revenue, which became a provincial source of rcvenuer 
meant quite different incomes in Bengal where Permanent 
Settlement prevailed and in Madras which was mostijr 
on temporary settlements. Again, as income-tax wqf^a' 
Central source of revenue, industrial provinces Mke^i^hial 
and Bombay which contributed mostly to the income* 
tax revenue suffered most compared to the agricultuniP 
provinces like Madras and the United Provinces. Thenr 
was a farther element of incongruity in the fact that the- 
development of industries was mainly a concern of th e- 
Provinc iarUbvernihenta, although the principal benefit- ' 
if rom indd straliz ationTnamely mcWaaed yid d u f iiicome‘-taX|^ 
^8 to a ccrue to the Central Govern i^nt.~ Again, tho 
'Joint (Committee gave practically all ttio clastic s ources of 
revenue like Income-tax and Customa to tho Centr al 
Governments although its expenditure was by no means- 
elastic and was in fact capable of great reductions, wbiler 
Provincial Governments were given highly inelastic 
sources of revenue, like land -revenue arid excise, although 
expenditure was largely expensive in character, the 
nat ion-building Departments being provincial subjec ts. 
'"Among the prwindal beads of revontte, Land-revonue 
was highly inelastic in the permanently settled areas- 
while in tho temporarily settled areas it presented a very 
fitrong case for reductlqn if the ryots wem to be 
ieIfev-0d>otthmf.fl0EB^ng. burden of .taxatkm. Excise woe- 
a tainted source of revenue and it cotdd only flourish with 
tho increasing drunkenness of tho public, a not very 
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enviable prospect. Stamp, particularly judical stamps, was 
not a desirable source of revenue, as it could thrive only 
with an increase in the litigious spirit of the pnUic. 
■Commercial stamp was comparatively elastic, but there, 
was a clear case for it being centrally levied, though for 
the benefit of provinces, in the interest of uniformity 
■of treatment of all commercial concerns throughout India. 
Registration was also theoretically elastic, but it could 
iriold increased revenues only very gradually. Forests 
■and Irrioration similarly could not yield increased revenues 
unless a largo amount of capital was initially invested, 
^hiis, the provinces fared very badly under the financial 
eettlemcnt of the Mont- Ford Reforms. 

Bengal, in particular, nursed a special grievance as 
ehowns deprived of the yield of the jute export duty, 
although jute was virtually the monopoly of Bengal, and 
the Bengal Government had to see to the proper develop- 
ment of the jute indi^stry, botlUn its raw. iind manufac- 
tured forms. Deprived of its very substantial revenues 
from Income-tax, jute export, and customs, in general, 
Bengal became one of the devastated areas in India, 
suffering perpetually from deficit budgets, although her 
contributions to the Central Exchequer were almost 
(exemplary. 

Analjrsia of the difforont Hoods of rovonue. 

1. Cotoms. 

In the early days of the Company rule, there were 
janumenble customs barriers' offoctiog the inland trade 
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•of the country, boatdea a low flat rate affecting the exiiort 
And import trade of the country. The first taak of the 
East India Company was to destroy those inland transit 
‘duties in the interest of a unified economic market in 
India. As regards imported goods, before the Sepoy 
'Mutiny, there was an import duty of per cent on 
finished goods and 3a per cent on raw materials. These 
ordinary rates, however, .applied only to British goods. 
‘The duties on non^British gools were double the rates bn 
British goods. Besides, nptil 1818 discrimination was 
made against goods carried in sliips of non-British nation- 
ality, which had to pay double the duties paid by goods 
carried on British shijM. In the Post-Mutiny years, 
however, the general rate of import duty was raised to 10 
ivsr cent ad valorem applicable to all goods, British and 
non-British. At that time, the Free Trade principle was 
triumphant in England. Naturally, therefore, British 
rulers in India were guided by the dominant ideology at 
Home, and as such they wanted to reduce import duties 
as far ns possible. The general rate of 10 per cent was 
reduced to 71 per cent in 1861, to 5 per cent in 1875 and 
was completely abolished in 1882, though after the resig- 
nation of one Govcrnor-Gener.al who wanted to retain 
the duties on cotton imports for financial reasons, but who 
was over-ruled by the then Secretary of State for India, 
acting as the champion of Lancashire interests. In 1804, 
However, owing to budgetary difficulties, it was found 
-necessary to impose a general 5 per cent ad valorem 
■duty on all imports except cotton yarn and ootton pioee<> 
^[oods, the excepthMi-boing again in Laneashiro's interest- 
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As the budgetary difficulties still continued to exist, it< 
was no longer possible to exempt Lancashire goods. To- 
please Lancashire, however, counter-vailing excise duties 
were imposed on Indian cotton yarn and piece-goods,, 
although there was hardly any competition between 
British and Indian cotton goods, Lancashire having 
specialised in cotton of higher counts. This piece of 
deliberate handicap to Indian cotton interests to satisfy 
not the matcrl.tl interests of Lancashire but her prejudice - 
and jealousy sent a thrill of indignation throughout the 
length and breadth of India, and was in fact responsible 
for the close alliance between Indian nationalism and tho 
Indian cotton interests which is by no means over to-day. 

The Great war, which changed the face of tho earth 
so much, was also responsible for various revolutionary 
changes in the Indian tariff system. For sheer revenue 
reasons, duties on various types of imports were continu- 
ally raised, those on luxury goods like motor cars,, 
cinema films, watches, etc. being raised to as high as 30 
per cent ad valorem in 1922-3. The war also witnessed 
the introduction of new export duties on jute, tea and 
hides and skin. In the pre-war period, there was a 
general duty of 3 per cent on practically all e.xports up 
to 1860. Since 1860, however, in conformity with thn 
prevalent laisses-faire ideas, export duties were progres- 
sively reduced and ultimately practically abolished. 

In the Bost-war period, the importance of customs as- 
the largest single source of revmue to the ^te has gener- 
ally been maiutuned, the yield from ■ enrtoms ‘bnng as- 
high as Rs. 3117 croces in. 1931-3, compared to Bs. 1113- 
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•«roreB in 1913*14, Rs. 1818 croros in 1918*19i Ba. 8411 
crores in 1921-2, Ra. 4778 crores in 1925*26. In t he Poet* 
■ war cnatorng gyetem , however, t wo changes have appeawd . 
First, the adoption of the policy of discriminating protect 
tion by India following the recommendation of the Indian 
fiscal commissio n. Secondly, the virtoal introduction of 
-the policy of I mperial prefer ence at hrst by small instal- 
ments and later on on a very comprehensive scale with the 
c onclnsion ot the Ottawa Agreement and the Indo*Britlsh 
Trade Agreement. The policy of protectionism, in so far 
as it becomes successful, is found to affect the revenue 
from customs, in as much as the protectionist ideal re- 
quires the minimum foreign imports which necessarily 
mean greatly reduced customs revenue. Secondly, the 
policy of Imperial preference, in so far as it succeeds 
in transferring imports from foreign countries to the 
.(ireferred Imperial countries, must also tend to diminish 
customs revenue. In actual practice, however, customs 
revenue has on the whole increased rather than diminished 
inspite of our adherence to the protectionist cum prefer* 
-ential system. Nevertheless, the Government of India 
have already resorted to an effective offset against the 
.possible - diminuti'-n of customs revenue in the shape of 
•cotain central excise duties on sugar and matches. It 
is also clear that in view of the principle of naUonal self* 
-snffidency which is finding an increasing number of 
adherents all the worid over, the futnie eustoms 
revenue is none too bright. That meane that India will 
have to depend less and less upon eustoms revenue which 
-t<^y is the piiuo^Mtl pular <ff our' central finance. 
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II. Incoino-tax. 

l ncome«tax was first imposed ia India for five years in ? 
I860 to m eet the financial burdens of the Scpoy Matin v^ 
Income then includod agncuitural income. In 1867 
another Act was passed imposing a license tax on trades- 
and profeseions, excluding, however, agriculture. This 
tax was 6rst imposed^ for 'HVe years, and then it was 
renewed in 1877 a nd it continued to exist in some shape- 
or other till 1886 w hen it was converted into an income- 
tox a pplyi ng to Biitish In dia as a whole! Attempt was^ 
"tEenTmadoto include agriculture incomes within its scope,, 
but thanks to the relentless opposition of the Zemindars- 
who regarded the attempt as a violation of their funda- 
mental rights under the Permanent Settlement (a perfectly 
groundless objection in view of the fact that the first In- 
come*tax Act included agricultural incomesX agricultural, 
incomes were exempted from such taxation. According. 
tb~the~Income-tax Act' of 18867 'annual Incomes between. 
Rs 500 and Rs. 2000 were to be taxed at the rate of 4 pics- 
in the rupee, while on incomes over Re. 2000 and on all. 
profits of companies the tax was 5 pies in the rupeet thm»- 
beingno further gradation in the tax. In 1903 . owing 
to a favourable condition of the central budget, tho 
exem ption limit was rai sed to all annual incomes between . 
Rs S Wand Rs 1000. Hefore the war, income-tax y »f»lded 
65^ Rs. 3 erwes per annum. The richer classes wore taxed, 
very lightly, there bung n o super-tax or progiwMi^ a. 
Puingthe war and the Post-war perio d, however . bo> b. 
super-tax and the progressive winoiric were introduced. 
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while tho machinery of income-tax was greatly improved* 
in 1918. In 1919 the ex emption limit was raised toatt 
incomes below He. 20^ a year, while an excess-pro^ 
tax w as imposed on business ineomes in excess of Rsr 
30,000. In 1921 and 1922, still steeper progression was- 
'introdaced both ih the'^ale of ordinary income'tax- 
and of super-tax. In 1931, in view of the great economic 
depression, a surchaije was imposed of 1 of the eiiatimi^. 
rates of income-tax in the financial year 1931-2 and of 
\ of the existing rates in the nc.vt financial yea^ The- 
oZSm^on limit was also lowered to incomes below 'Rs. 
1000. Since J.936, however the taxable minimum has been 
raised to Rs. 2000, while some reductions have been made- 
in the extra-ordinary surcharges imiMsed during 1931. 

The Income-tax law, as it exists today, has been- 
considerably modified and modernized in the course of 
successive Income-tax Acts. Nevertheless, however^ 
compared to the Income-tax system elsewhere, a great 
deal of lee-way is still to be made. No discrimination is- 
made between ea rned and.nnearned i ncomes, or between 
married people and bachelors, or betwee n married peorf c' 
with ehildren~aad*: other dependents and married peoid e- 
without ch ildren. ^The Vsnpe ^tax can be made even st ftl 
more progressive pmeti^al^y when there is no deathduty to- 
act as a snppiemeniaiy deferred income-tax. Again- 
income from fweig n investments is not yet taxed^ though 
in JjSngla nd and otb«f countries, income o ri ginating from- 
abtoaS" ie tag d ^ajjSffiMsive rate on the aaeriif | , 

Tide last deto^ h ewevw; ia lifcdy to be removed by the 
lateid Income-tax bill which ie just aoiw being discussed- 
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iin the Indian legialatan. Above all, however, t he grayeet 
■defect of the Indian incomertax evatem ia the exemation 
itra nted to agricultural incomea. As India is largelf an 
afcricultural India, this exemption has virtuall}’ paralysed 
Indian income-tax as a source of revenue to the state. 
It is preposterous that land-lords, |)articularly in the 
I permanently settled areas, who are enjoying largo annual 
.incomes thanks to the mistaken generosity of Lord 
Cornwallis should be allowed to enjoy exemption from 
income-tax, while the rest of the community with hard- 
earned incomea is made to submit to such taxation. It is 
gratifying to note that already in Bihar, thanks to the 
Congress ministry, a bill has been i)assed imposing taxa-. 
tion upon landed incomes. A tax upon agricultural 
income is vitally necessary not only in the interest of 
justice as between different classes of |)eople, not only to 
provide essential additional revenues for the provincial 
governments who have to face the Hercnlean task of 
fundamental national reconstruction with incredibly 
slender resources, but also to prevent the diversion of 
capital towards landed investment, a tendency whi^ is 
so clearly manifest on account of exemption from income- 
tax of all agricultural income. The exemptions enjoyed 
by other persons and bodies in India such as consuls, 
ambassadors, etc. of fweign Governments on grounds of 
pcditical courtesy, oo-opwative credit societies in respect 
^ tbeir profits on eoonomie grounds, and bmrevdept 
i^tutioos like the Bamktishna Mission, fimrvaiits of 
rof India Society, etc., <m social grennds, we have vo 
..rmmous to compiaio against. 
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III Salt*tox. 

The Salt-tax is one of the oldest taxes in India, being 
inherited by the British Government from its Moghul 
predecessors. Before 1882 the rate of the duty varied 
from province to province. In that year, however, a 
'Uniform rate of Rs. 3 per mannd was imposed throughout 
India, which rate was raised to Rs. 2-8as. per maund in 
1888. From 1888 to 1903 the rate continued to exist at 
that high level, after which it was progressively reduced 
to Re. 1 in 1907. At present the rate is Re. l-Oas. per 
maund. 

There are principally two methods for levying the duty, 
'(i) The Government manufactures the salt or obtains a 
monopoly of the supply of salt manufactured by private 
individuals. The Government then sells the salt to the 
wholesale dealers on payment of the duty. (2) Secondly, 
the Government levies an excise duty on salt manu- 
factured by private individuals who are then allowed 
'to sell it either to merchants or to consumers directly. 
The yield from salt generally varies from Rs. 6 to Rs. 7 
crores. 


Crilkinn of the Sdt-tax. 

The Salt-tax is perhaps the most unpopular single (riece 
-of taxation in India. Its unpopularity is due to the fa^ 
-that salt is one of the barest necessaries of life, eonsnined 
by the pooreat equally wifh the richest among us. It fb 
thenefore a most regressive form of tax, as the ptopoctioii 
of income spent upmi the purchase of salt is incOmparal^ 

46 
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greater in the case of the poor people compared to the 
rich. The salt^tax is also held responsible for the poor 
physique of the Indian- masses, as it has been found that 
every reduction in the salt-tax has been followed by 
increased consumption of salt. 

The official justification for the retention of the salt' 
tax has been at times ingenious and sometime purely 
opportunistic. It has been held for instance that the salt- 
tax is the only tax that is paid by every member of the 
community, a fact which can not help awakening a sense 
of political responsibility among the masses. We can 
only retort that for once the official apologists have mis- 
fired, as the argument of Mill that “some taxes should be 
felt by every member of the Community’^ applies only to 
direct taxes. The salt-tax is a notorious example of an 
indirect tax and as such it is not necessarily felt by the 
poor and illiterate masses. Moreover, even assuming that 
it is felt, we fail to realize how the disenfranchised 
millions of India can profit by a tax which deprives them- 
of the barest necessaries of life and thereby help to emas- 
culate them still further. The only possible political 
effect of the salt tax, therefore, can be to embitter the 
masses against the alien bureaucratic government. It 
is by no means an accidental coincidence that Mahatma 
Gandhi with his uncanny insight into the heart of peasant 
India should have deliberately chosen to break the salt 
law in his historic Dandi march. The deliberate viiJation 
of the salt law which forbids the private manufacture of 
aalt except under license had the greatest symbidic valne- 
Ip the Indian peasantry who have always looked upon tiie’ 
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Mlt tax as a concrete pnxtf of their economic and political 
thraldom. . Opportunism, therefore, is the only argnment 
that may be advanced in favour of the salt tax. It is 
highly desirable that the salt tax should be abolished the 
moment India becomes the mistress in her own house. 

IV. Opium 

Opium^ a source of revenue is a matter more of 
academic than of practical interest. In the three years 
before 1913 o pium yielded an average of R s. 8 cr orcs. The 
Government either manufactured opium in its own factory 
or imposed an export duty on opium sold out by the Indian 
states of Rajputana and Central India or simply imposed 
license fees on all opium meant for internal consumi)tion. 
China wa^^^he biggest consumer of Indian opium. In 
19^ however, under pressure from Whitejmll, the Govern* 
ment of India entered into an Agreement with the Chinese 
GoveTnrneiit whereby the former agreed to limit progres* 
sively its sale of opium to China with tc view to Its 
ultimate cessation. As a matter of fact,* all exp ort of 
opium has cease d since j,936| The only revenue from 
ofnum at present is deriv^ from the limited consumption 
of opium in India pro.ier. As, inspite of the stoppage of 
Indian opium exports to China, China has not gived np 
her habit of opium consumption, the Agreement between 
the Government of India and the China Government has 
been condemned by some Indian critics on the ground 
that British righteousness has been satisfied at the expense 
'Of India. There is a porticular force in the aignmenti, an 
that Britain has not sofar hesitated to spread the drink* . 
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ing evil far and wide in India both in the interest of 
British manufactures of alcoholic drinks and. of excise 
revenue for the various Indian governments. British 
convictions about the evils of intoxication, therefore, 
can not be very deep or sincere. While with-holding any 
praise for the apparently self-denying ordinance on the 
part of the British Government, wo can not, however. 
ret)ent the loss of opium revenue, as being prohibitionists 
at home, we can not help being prohibitionists abroad. 

V. Excise. 

The excise revenue in British India is derived from the 
manufacture and sal e of jnto xicating liquors, hemp , drugs, 
"P''"Ta It is levied both in the form of duty on 

manufactures mid of fees for sale licenses^ In 1861-2 the 
1iet excise revenue was slightly higher than Re. 1 crore. In 
1929-30, however, the net revenue exceeded Rs. 18 crores. 
Major iKirtion of this revenue is raised from the sale of 
country liquors. The usual system followed in regard to 
country liquor excise has been that of granting by contract 
the right of wholesale supply for a district and of auction 
sales of the right of retail sales. The excise policy of the 
British Government has come in for very severe criticisms 
from Indian public men of practically all shades of opinion. 
The Government's apology has always been that its twlicy 
is to reduce the consumption of alcoholic drinks to the 
furthest possible extent by imposing high excise duties. 
If duties have not been higher still, it has been due to tiie 
.apprehension that too high duties might easily lead to 
evasion, smuggling, illicit distillation, etc. Indian pnUic 
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men, on the other handt have always asserted that the 
Government's excise policy has always been so adapted as 
to secure the maximum possible revenue. The fact that the 
Treasury's gains are more than offset by the demoraliza* 
tion of the people did not deter the Government for a 
moment. Extremist iwlitical leaders have even ventured 
to express their opinions that the British Government 
deliberately encouraged the spread of the drinking evil 
in order to demoralize the people who could thus be kept 
in {)crpetual subjection to the British rule in India. 

Whatever the real motives behind the excise policy of 
the British Government in the past, Indian opinion of the 
advanced school has emphatically demanded complete 
prohibition in India involving, of course, complete cessation 
of the excise revenue. In the Congress provinces 
particularly since the acceptance of office by the Congress 
ministers, the prohibitionist experiment is being made so 
far fairly successfully. The Congress ministers are at 
present trying to establish absolute iirohibition in certain 
selected areas, before establishing it on the iTrovincc as a 
whole. The prohibitionist policy of the Congress applies to 
all except Europeans and aboriginals. Foreign critics some- 
times observed that the prohibitionist oxpeiiment in India' 
will share the same fate as ^ts American counterpart did a 
few years ago. Mahatma Gandhi, however, has challenged 
that view as being based on a false analogy. In Gandbiji's 
opinion, the drinking «vfl has never been deeply rooted in 
the Indian soil. Our social traditions, climate, religion 
as well as the ecmiomic means at the disposal of the 
ordinary nian,-^Bll are against the drinking evil. If, never,, 
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th«Iess, dninken-neas has so far been on the increase) it : 
is primarily because no systematic effort has been made to > 
exorcise the public mind of the drinking evil. Gandhiji 
rather regrets that prohibition is not being introduced 
with the utmost possible rapidity, that the Congress 
ministers arc looking upon the experiment in a more or 
less bania spirit, reckoning the loss of revent e before 
proceeding forward in the prohibitionist direction. To the 
argument that too rapid a pace might embarrass the 
provincial exchequer, Gandhiji has replied that in all vital 
matters affecting the real well-being of the people, the 
question of cost is more or less irrelevant We do not mind 
spending lavishly for the happiness of our parents and 
children, although they do not yield any return to our 
investment in them. India must do without the tainted 
excise revenue, however much our excheciuer might be 
affected by it. 

Land Revenue. 

The total amount of land-revenue collected in British 
India amounted to R8 ..3iK68 .crores in 1933-S, compared to 
Rs. 35*27 crores in 1927-8. The fall of revenue by 
nearly Rs. 5 crores was due to the great economic 
depression which affected agriculture even more severely 
than manufacturing industries. At 

Land-revenue, as a source of in^me, has lost its pride 
of place since the last Great War. In the early days of 
the Company and during the Hindu and Moslem eras of 
Indian history, land-revenue was by far the most impwtant 
soiirce of revenue to the state. The Hindu monarcha 
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{generally claimed one-sixth of the produce of the soil as 
the state's share, while Moslem rulers’s claim varied 
between one-half and one-third of the produce of the soil. 
During the British rule, in areas outside the scope of the 
Permanent Settlement, the share of the State has varied 
between 25 to 70% of the net produce of the soil. In the 
permanently settled areas, duo to the short-sightedness 
■of Lord Cornwallis, the share of the State has beeii 
unduly limited, while the Zemindars have waxed fat at 
the ryots’ expense. Indeed, the lot of the ryot ie perhaps 
much worse in the [Permanently settled areas tnan in the 
xyotwari and mahalwari areas, though it is much improved 
to-day thanks to the passing of a series of tenancy 
■legislations. 

Land revenue, whether viewed as a tax or a rent, in 
its present force, imposes a severe burden on the poor ryots. 
The Indian r}'Ot is notoriously and almost indescribably 
poor thanks to a variety of causes. He can hardly 
shoulder the burden of land revenue unless it is drastically 
reduced. ■ If Swaraj means freedom of the maases, 
particularly economic freedom, it is essential that the State 
must exempt a very large number of cultivators from all 
■obligations to pay land-revenue, unless the productivity 
of the soil is greatly, improved by the application of new 
methods. In a civilised government, land-tax can at 
best play an important role in local finance. The State is 
justified only in taxing heavily the big land-lordS/ if tiidr 
•mdsfence is not wiped out altogether. In India, however 
fiaradoxically, the Ing land-lords who enjoy huge unearned 
increments of the value of land, have practically escaped. 
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altogether the burden of taxation, ^hile the poor ryot has 
been selected as a target for all types of attacks by thei 
tax'collcctoi; 

federal finance under the New Constitution 

The Government of India Act 193o which has establi' 
shed the so-called Provincial Autonomy in the British 
Indian Provinces, and which also embodies a definite 
scheme for an AlMiidia federation, has naturally intro- 
duced some alterations in the scheme of federal finance.- 
Under the new scheme, the following taxes can be levied’ 
by the fedcnil Legislature : — 

(1) Customs duties including cxiort duties. 

(2) Excise dutie.s on goods manufactured or produced 
in India except alcoholic licinors, opium, hemp, drugs, and 
medicinal and toilet preparations containing alcohol. 

(3) Corporation tax. 

(4) Salt. 

(5) Taxes on income other than agricultural income. 

(6) Taxes on Capital except agricultural land. 

(7) Duties on succession to property exceiit agricul- 
tural land. 

(s) Stamp duties in respect of all Commercial transac- 
tions including policies of insurance. 

(9) Terminal taxes on goods, and passengers carried 
by Railway or air. 

(10) Taxes on Railway fares and freights. 

The list of revenues to be raised by the Ptovindal 
Legislature has been given as follows : — 

(IJ lAUid-revenue. 
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(2) Excise duties on alcoholic liquws for human con*- 
snmption, opium, hemp, narcotics, drugs, medicinal and* 
toilet {reparations containing alcohol. 

(3) Taxes on agricultural income. 

(4) Taxes on lands, buildings, hearths and windows. 

(5) Duties in respect of succession to agricultural! 
land. 

(6) Taxes on mineral rights. 

(7) Capitation taxes. 

(8) Taxes on professions, trades, callings and* 
employments. 

(9) Taxes on animals and boats, on the sale of goods^ 
and advertisements. 

(10) Local cesses. 

(11) Taxes on entertainments, amusements, betting and' 
gambling. 

(12) Judical stamp. 

(13) Duties on i)asscngers and goods carried on inland 
waterways. 

» 

The above list of revenues to be raised by the Federal 
and the Provincial Legislatures resirctivcly, however, by 
no means coincides with the revenues to be enjoyed by the- 
Federal and the Provincial Governments. For example,- 
the Act has laid down that a {xrescribed percentage of the- 
income-tax is to be handed over to the Provinces. Similarly 
the Act laid down that a part of the proceeds of the Jute' 
export duty is to be paid to the Jute-growing provinces. 
The actual details of such transfer, however, were to be- 
decided by an expert committee. That expert committee* 
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-VAB presided over by Sir Otto Niemeyer. We summaHse 
below tb§ principal rccommendntiona of Sir Otto Niemeyer.' 


Th^ Niemeyer Award. 

V(i) Income-tax : The Act laid down that a prescribed 
"percentage of the income-tax, except in respect of the 
incomes of federal officers and of incomes of persons resid- 
ing in federally administered areas, is to be assigned to 
Ihe provinces. Sir Otto fixed that percentage at fifty per 
cent . In his ciilcnlution, the provinces would thereby be 
•entitled to receive Rs. 6 crores. The above sum, however, 
was not to be pa id to the provinces for th e first five years 
during w hich t lic Centre w as to consolidate its position. It 
was, however, to be handed over to th e Provinces "durin g 
the next t'.ve y^rs by s ix equal instalments, provided of 
course, that the portion of the distributable sum remaining 
with the Centre toge^er with i^y contribution from the 
Railways aggregates to not less than Rs. 13 crores. 


Contributions to the Provinces. 

Sir Otto, who was entnisted with the responsibility 
for making the New constitution a practicable proposition 
in a financial sense, recommended the following scales of 
.assistance to the Provincial Governments. 

(1) Cash subventions were to be granted to the follow- 
ing provinces as follows : 

Sind— 105 lakhs to be reduced by stages after ten 


-years. 

N. W. F. Province— 1(^ lakhs sabject to re-considera* 
dtion after 5 years. 
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which would form an important source of revenue to the* 
Province. We may mention here that the attempt of the- 
present Sind Cabinet to levy barrage assessment taxes has- 
crcated a great clement of discontent among the progres' 
sive sections of Sind public opinion. 

The N. W. F. province, Orissa and Assam are also* 
licrmanent deficit provinces. Hence Sir Otto had to 
recommend generous assistance to .them. The N. W. F.- 
province, for instance, had been receiving an annual sub- 
vention of Rs. 1 crore from the Central government. 
Sir Otto recommended a continuation of the same plus an 
additional Rs. 10 lakhs for five years in the first instance. 
He apparently contcm|)lated the frontier province remain- 
ing as a permanent deficit province. For Orissa, which is- 
also one of the iworcst iirovinces in India, Sir Otto recom- 
mended an annual grant of Rs. 50 lakhs pins some non- 
recurrent grant in the first two years. Apparently, Orissa 
like the N. W. F, province was contemplated to be a per- 
manently deficit province. Sir Otto also regarded Assam 
as a permanently deficit iraovince and suggested anr< 
annual subvention of Rs. 45 lakhs in addition to the exist- 
ing Central contribution to the cost of the maintenance of 
the Assam Rifles and the Manipnr Battalion and the- 
promised further contribution to the cost of the remain- 
ing Assam force (totalling altogether Rs. 23 lakhs). On the ■ 
other hand, however, Sir Otto dismissed the claim of 
Assam to the proceeds of the excise duty on Assam oil. Of 
the remaining Provinces, Bengal seems to have been most ■ 
justly treated. Her claim to a share of the proceede- 
<tf the jute ex|)ort duty has at last been recognised, and by ' 
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.that one act Bengal has ceased to be a part of the devasta* 
4ed areas in India which she had been under the Meston 
Award. Bengal and Bombay have also been promised 
substantial revenue from income>tBX, though this prospect 
is at present only of academic interest. Bombay, the 
Punjab and Madras have on the whole fared bailly under 
■theNiemeyer Award. But Sir Otto has pointed out that 
Bombay has profited much from the separation of Sind, 
while the Punjab and Madras have similarly benefited 
.from the creation of the separate provinces of the N. W. F. 
■Province and Orissa. The U. P., C. P. and Bihar have also 
come off rather badly, the subventions recommended for 
.them being Rs. 25 lakhs, Rs. 15 lakhs and Rs. 25 lakhs 
.respectively, though Bihar has secured an additional bene* 
fit to the extent of Rs. 8 lakhs per annum from the scimra* 
diion of Orissa. 

Concluding observations on the Niemeyer Award 

The Niemeyer Award, as we have already observed^ is 
conceived in a thoroughly realistic spirit in order to make 
.the New constitution a success both in the Provincial and 
in the Federal spheres. It is necessarily based upon the 
existing Status Quo of Central expenditure, hnwevmr 
.unreasonably high and extravagant it m^ht appear to us. 
Moreover, Sir Otto had to ensure the adequacy of Central 
.revenues in the interest of the financial stability of India 
as a whole. The redistribution of revenues between the 
Centre and the Provinces had, therefore, to take place in a 
.rather niggardly and calculating spirit. Little attention 
:seems to have been devoted to the growing needs o£ the 
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PirovincoB in respect of the nation-building departments. 
Again as between different Provinces, those wbo did best- 
to curtail expenditure in order to ensure a balanced 
budget, e.g., Bombay, have been penalised by grant of 
the smaller subventions, while a premium seems to have 
been set upon the extravagance of certain other Provinces 
which have not hitherto believed in the doctrine of 
balanced budgets. Further, richer provinces had to 
forego a part of their legitimate claims for the benefit of 
their poorer sisters. On the other hand, no single province ■ 
•seems to have been wholly pleased with the Niemeyer 
Award. For example, Bengal which has benefited sO' 
much under the Niemeyer Award compared to the Meston 
Award, still complains that she has not got the entire 
proceeds from the Jute export duty, ^yith far greater 
reasons, Assam complains that her claim to the proceeds 
of the excise duty on Assam oil has not been recognised, 
while Bombay murmurs that she should have obtained the 
proceeds of the Cotton duties. Every one seems to be- 
jealous of Bengal. Critics argue that Bengal should pay 
the penalty for her own sins of having the Permanent . 
Settlement which has paralysed her income from land- 
revenue. 

But the severest criticism to the Niemever Award has 
been evoked bv its recommendatioo as regards the distriba- 
tion of the income-tax. It is argued that according to the 
Niemeyer scheme, the provinces may never get their share 
of the income-tax, as their theoretical dues can only mate- 
iKalise if the Railways can make sub^i^ial eontrilmtions. 
:t6> the Central revenues. The proper course for Sir Otto- 
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i^ould have beeo to base the prOvindal claim on the gene* 
ral budgetary position of the Central Government, instead 
of on the increasing |%vennes from the Itailways partica* 
larly when the control over Railways has been passed over 
to a Statutory Railway Board over wljich the Indian 
public men have practically no. control. The reason < 
which led Sir Otto to link up the provincial claim to a 
share in the income-tax revenue with tlie future of Rail- 
ways is perhaps to be found in the fact that he wanted to- 
foroe the Provincial Governments to exei'cise greater 
control over the development of Motor traffic in order to ' 
prevent Rail-road competition. This is, however, sheer 
impertinence. The Provincial Governments can hardly 
be called upon to take any positive action against the 
motor industry so long as no definite scheme of co-ordina- 
tion of Rail-road traffic is adopted. Moreover, deBcits 
in the Railway budget may and do occur for reasons quite 
different from cut-throat competition from lorries and 
buses. If Railways in India do not generally pull well, it 
is because of their inefficient and unbusiness-like manage- 
ment. One fails to understand why the British Indian > 
p^ivincca should suffer because of the bankruptcy of the 
foreign management of Indian Railways. One almost 
suspects that there is a ring of insincerity in Sir Otto’s 
proposal as regards the ultimate transfer qf a partof the 
Income-tax revenue to the Provinces : the . conditions - 
attached are so very stringent that they &re hardly likely 
to be fulBlled. . . 

Poblie Espwnditurn m India. . 

The priuciiial beads of Public Expenditure ia India 
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•are Defencci General Administration, and the mainten- 
ance of the Nation-building Departments. Defence 
rincludes the cost of maintaining the Indian Army, the 
Royal Indian Navy, the Royal Indian Air Force, forts, 
harbours and strategic roads and Railways, and the cost 
-of military operations. Under General Administration 
wo include the expenditure ou Police, Jails, Courts of 
Justice, expenses of the legislitive machinery, the salary, 
furlough, pensions etc. of the entire staff employed in the 
Civil administration, and the cost of foreign political 
■‘representation, e.g. the establishment of the India High 
‘Commissioner in London. 

Exiienditurc on account of National Development 
•includes expenses on education, various types of scientific 
researches, Public works like Railways, Posts and Tele- 
graphs, Roads, buildings, irrigation, medical and sanitation 
charges. 

Lastly, we might refer to interest on Public Debts 
-whether raised for productive or unproductive purposes. 

A salient characteristic of Indian public expenditure 
is Its gradual and almost unceasing growth from decade 
-to decade, though since the beginning of the economic 
depression, there has been some set-back to this growth. 
This is, however, by uo means peculiar to India, inasmuch- 
as with the abandonment of the 19th century laissez faire 
philosophy, the state everywltere has widened out the 
scope of its activities. The really significant and tragic 
thing for India lies, however, not in the fact of increased 
e xpenditure as such, but in its nature . A mere glance at 
ihe statistics of ■ Indian- public expenditure, - however. 
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reveals to us how utterly unlike has our development been 
in this regaiid compared to most other advanced countries 
«fthe world. Defence, Pu blic adm inistration and the 
eo>called service^of the Public Debt account fmr over 80% 
Sf our total ex pendlluiu, so that t he nation"bmlding 
departments have been viitnally kept on a perpetuall;|^ 
eli mming diet. This unhealthy bias ot our public eipen* 
diture is almost entirely due to the nature of the foreign 
bureaucratic administrative machiuety of which we have 
been the unfortunate victims for nearly two centuries. 
While other countries spend a large protHirtion of their 
total national income on military account only when there 
is an actual war or war preparation, India has been 
epcnding lavishly on her so-called Defence even when 
there was no single speck of cloud darkening the inter- 
national political horizon. The reason is, it is alleged, that 
the British Government has thought it 6t to maintain 
a huge and costly army in India, almost wholly British 
in its personnel as far as the ofiBcers’ cadre is concerned, 
.out of the revenues of India for pure and simple Imperi- 
alistic purposes. The famous Indian ‘publicist, Mr. 
Gokhale, pointed out long ago that the British policy 
towards the Indian army has been radically altered since 
the days of the Sepoy Mutiny. In the pre-Mutiny days, 
Britain used to entrust more and more Indians with 
higher posts in the Indian army. After the Mutiny, how- 
ever, Britain almost radically revised her policy. ‘Indians 
Donld be admitted into the Army only for swelling the 
4m9«tity of fodder for the enemy’s guns, but they eouli 
bardl^ aspire to higher and controlling posts. This 
46 
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Europeanisation of the officers* posts in the Army List has 
not only materially increased the cost of the Indian 
Defence. It has also served to increase the dependence 
of Indians upon the military strength of the British people. 
Public opinion in India has incessantly clamoured for the 
\^pid Indianisation of the Defence Forces not only for 
political reasons but also for sheer financial reasons. A 
British soldier costs many times more than an Indian 
sepoy. And if we come to consider the emoluments of 
the Army officers, the charge of extravagance becomes 
too patent for any one to refute. Britain, however, has- 
consistently refused to comply with the Indian demand 
for rapid Indianisation e.xcept in a very niggardly and 
almost negligible manner. The reason put forward has 
nntundly been the alleged unfitness of Indians for high 
military posts. Yet the world knows how bravely the 
Indian soldier acquitted himself during the last Great 
war in the face of murderous enemy’s guns. The real 
reason, therefore, seems to be the apiirchension, not 
altogether unnatural, that once India learns how to 
defend herself, British rule in India must necessarily 
come to an end. As Mahatma Gandhi observed in the 
Round Table Conference, the Army in India is an Army 
of occupation. If so, at least fairness demands that the 
cost of the Army should be largely met out of the British 
Imperial exchequer. Vfe can not be asked to pay for our 
own enslavement and demoralisation. Moreover, it is a 
well-known fact that the British Govemment has in the ^ 
past almost unblnshingly utilised the Indian army for. 
purely Impmal purposes. Certainly, there was no Indian. 
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interest involved in the Abyssinian campaign of Signor 
Mussolini oc in the Jaiunese invasion of China. Yet 
a contingent of the Indian Army was sent to those 
places for safe-guarding legitimate interests. The 
forward frontier iwlicy of the Government of India 
has again involved huge expenditure from time to time. 
Yet, as Indian publicists like Gandhiji and Pandit Nehru 
have observed again and again, the correct solution of 
the frontier problem certainly lies not in the periodical' 
bombardment of undefended frontier villages inhabited 
by women and children, but in the opening out of proper 
avenues of useful employment for the intrepid Pathans-. 
You can not civilize any one by bombs and machine-guns. 
You can only make him more savage. Above all, the 
saddest thing about the so-called Indian Defence exixmdi- 
ture is that instate of our huge expense, India is to day 
so tragically defenceless, particularly agaiitst any 
aerial bombardment of big cities like Calcutta, Bombay^ 
Karachi etc. Thanks to the unparalleled weakness dis- 
played by the Western Democracies, particularly by Ghreat 
Britain, the position of India has become in a strategic 
sense highly dangerous. The Japanese Army has already 
established its outposts on the borders of Tibet, Nepal, 
Burma and French Indo-China. The Singapore base may 
easily be hood-winked in case of a Japanese Irad invasion « 
of Burma and India. Moreover, in the event a general 
world war breiddng ont, the British Navy stationed in 
the Far Eastern waters may be recalled to defend British 
intomsts nearer Home, in which case dfe Japanese 
Navy may, withont encountering mneh opposition, 
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easily complete the capture of India. The only correct 
H<4ntion of our defence problem seems to lie in the rapid 
Indinnisntion of the Indian Defence Forces, the introduc* 
tioii of compulsory military training, the building up of 
a strong Indian Navy and Indian Air force which may 
never be requisitioned for Imperial purposes, the construc- 
tion of Anti-air raid defence works, and a systematic 
(M>-ordinntion between the industrial and the military 
system. All this, of course, assumes a complete reversal 
of the iwlicy of suspicion add distrust which the British 
Government has so far adopted towards Indians. Will 
Britain succeed in rising up to the height of statesman- 
ship and recognise the vital necessity of radically revising 
her national attitude towards Indian aspirations in the 
face of a hostile world which becomes more and more 
menacing every day ? Is it too much to expect that 
Mr. Neville Chamberlain’s policy of appeasement will 
not be blindly reserved for Berlin and Rome alone 
where the response so far has been anything but 
encouraging and that the British Prime Minister 
will learn in British Imperial interests to clasp the hand 
of genuine peace and co-operation held out by India 
inspitc of her many tortures instead of trying in vain to 
placate the determined gun-men of Rome and Berlin who 
•demand surrender and not peace ? It is periiaps not an 
exaggeration to say that upon the nature of the British 
reply to the above query depends not only the future of 
Indo-!foitish relations but the existence of the British 
Empire itself. 
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Ovil Adnumittration. 

Coming next to the expenditure under the head 
civil administration, here too we are shocked at the extra* 
vagance of the Gov ernmen t Although, India is one of 
the poorest countries in the world, her administrative 
system is perhaps the costlie st. Our Governor General’s 
salary and other emoluments are far greater than the 
remuneration of the British Prime Minister and that of the 
American President. Again the so>called superior services 
stafied mostly by Britishers are, perhaps the most highly 
|)aid services in the world. The British Government, like 
otlier Imperial Governments in the world, Ij.-is naturally 
thought it fit to enrich educated British youths and 
inciocntally to keep the administrative system in India 
predominantly in British hands, by spending lavishly on 
them out of India’s poor exchequer. The argument of 
cihciency is hardly convincing, as Congress Ministers arc 
discharging their duties with the ulmost efficiency possible 
on a salary of Hs. 500 p. m. only, although their assistant 
secretaries may bo drawing more than 'double their 
income. Here too Indianisation of all the services is the 
only remedy. But that too is an eminently political 
question. 

Expeaditure for National Davolopment. 

We have already observed how after meeting the heavy 
expenses on acount of the so-called defence and civil 
administration, very little resources are left for national 
development Ninety per cent of the people are still 
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illiterate, while the heavy toll of prcvcntible diseases like 
malaria, kalasar, etc. bears an nnmistakeable testimony 
to the utter paucity of medical and sanitary facilities in 
India. Thus by all rational standard, India is still a very 
backward country after more’ 'than a hundred and fifty 
years of British rule, although the British iieople claim to 
have a civilizing mission in India. As Mr. H. O. Wells 
has observed in his “Outlines of History,” even a medieval 
despot like Akbar took a more enlightened view as regards 
his duties towards his subjects than the British rulers in 
India have done in an incomparably more enlightened age. 
The e.'ccuse of financial stringency is hardly convincing 
against the back ground of insensate cxtravag.ance when- 
ever British interests and the so-called British prestige are 
involved. The splendour of New Delhi, the magnificence 
of Viceregal parties and the fat emoluments attached to all 
sorts of high imsts, a goodly number of them being little 
better than sinecure apimintmcnts, all these and many 
things else hardly fit in with the plea that it is the finan- 
cial factor which is primarily rcs|>onsible for the virtual 
starvation of our nation-building services. The real reason 
seems to bo that our foreign ralers have never thought it 
to be their duty to develop us morally, though we admit 
some amount of material development has taken place 
primarily in the interests of the foreigners themselves. 

The Public Debt o( Indie. 

The origin of the Public Debt of India dates back to 
(be manifold wars of the East India Company mostly 
waged in a spirit of Imperialistic aggression, or of sheet 
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vandalism against several Indian potentates and neigh* 
bouring states like Afghanistan, Nepal, Burma etc. When 
the British Parliament took the reins of Government from 
the East India Company, it inherited not only the territor* 
ies and other rights of the Company btft also its debts. 
Needless to say, all these d ebts were unprodurtive . They 
-were, however, chaigcd .against the revenues of India. 
These debts amounted to £ .o9j millions just before the 
Seiwy Mutiny. The expenses^Sne to the Mutiny raised 
up the amount of unprodnetivo public debt to the figure 
of £ lOQ millions . 

Sinc e 18(17, however, when coiistmctive public works 
like Railways, Irrigation etc. came to be built, a new 
type of public debt, known ns jnoiUid ive public debt, 
came into exis tence. According to the recommendation 
•6F the Select Committee of ordinary revenue 

surpluses were used not for the cancellation of old unpro* 
■ductive debts but for the construction of productive public 
assets. In this way the volume o f unproductive debts 
came to bo redficed by the of fresh iniblic 

assets which being created out of re.mim rather than 
foans could be easily assigned against a iwrtion of the old 
unproductive debts. By this process the volume of India’s 
unproductive debt was reduced to the low figure of Rs. 31 
crores by March 1910. The policy of wiping out India’s 
unproductive debts out of ordinary revenue surpluses was 
etron^y criticized by Mr. Gokhale who observed that in 
view of the comparatively small amount of our unproduc- 
tive debts, the government should not have been so over- 
anxious to liquidate them, particularly when the peoples’ 
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interest required tax<Tcduction in many respects and 
greater expenditure on education, health etc/ Advanced 
public opinion to*day goes even much farther than Mr. 
Golchaic’s views. Mahatma Gandhi, for instance, declared 
in tiie Bound TaUe Conference that India can not assume 
any responsibility for an v nublifi ine rettafid bv the 
Government of Ind ia, unless it is proved on examination 
to have been incurred demonstrably in the legitimate 
interests of the Indian people. Certainly, we can not in 
justice be asked to pay for debts incurred in British 
Imixirial interests for satisfying British motives of 
aggression or simply the so-called British prestige and 
vandalism. 

Before the War, Indian public debt was raised almost 
exclusively in Grcar Britain . The explanation ohcrea~ 
was the relatively low rate of interest and abundance of 
funds in London, which was then the world’s monetary 
centre. No attempt, however, was made to find out the 
l>ossibilities of the Indian money market. The Great war,, 
however, served us a groat eye-opener to the Government 
in this respect. The London money market being fully 
taxed by the demands made by His Majesty’s Governmentr 
the Government of India had no other option but to- 
attempt to raise loans in India in order to raise India’s- 
war contributions of £100 to the British GQywqjpent. The 
exigencies of t he war, the co ns truction of New Delhi~nnr* 
the post-war era of successive deficits in the central 
buqge t,— a ll these jaisod up the v(dnme of India’s unpro- 
du ctive public debts to the high fi gure of Rs. 257*70 crwe» 
oiiltfarch, 1924. 
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Sioco the War, the OoverDoaent'.of India haa done 
moat of its bwTOwingg in India, encooraged bv the iffp at 
r eaponae it received during the wa r. The War alao 
revealed the popularity of Government cnali certificatea 
and Treasury Bills for raising Government loans. The 
poat offices with their numerous branches in the remotest 
parts of the country aUo played a very prominent part in 
attracting all types of investors. In the early postwar 
years Treasury Bills were generally redeemed by the 
flotation of new Bills, until the Government resorted to 
the policy of raising long-term loans for extinguishing the 
bills altogether. Since 1930, however, Treasury bills have 
again become prominent in the Government’s loan finance. 
The issue of Treasury bills has benefited not only the 
Government but algo the commercial bunks which have 
thereby got an opportunity for investing their surplus 
funds for short periods. At irrescnt, the issue of Treasury 
bills is regulated by the Reserve Bank of India in the 
interest of a controlled credit policy. 

India’s public debt today consists of both jiterling loan, 
( t.e. loans raise d in llngland in te rms of sterling and re* 
iwyable in ster ling) and rupee loaii^ These two cate- 
gories of loans, however, by no means coincide with the 
nationality of investors in them. Though the bulk of the 
rupee loa ns are subscribed to by Indian investors , a part 
of them is h eld by British ers. Considered from the point 
of view of the nationality of the investor, the bulk of oiir 
pablic loans is held by non-Indians . Both from tiie 
^tical and economic points of view, this state of aflfaire 
is hardly desirable, as British investors in Indian Govern' 
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ment loans invariably clamour for safegnnrds whenever 
the question of settling Indians political destiny arises. 

Debt redemption. 

Lastly, wc conic to the problem of our debt redemption. 
We liavo already seen how before the War the volume of 
•our nn|)roductivc debts was sought to be reduced by the 
construction of productive assets out of revenue surpluses 
instead of by fresh borrowing. As regards the debt in- 
curred due to the purchase of Railways, the method of li- 
quidation was the compulsory obligation of paying rail- 
way annuities covering both the principal and the interest 
out of ordinary revenues. 

In connection with the War loan of 5 jicr cent, a sinking 
fund was establ ished . The Government undertook to set 
apart jier cent of the loan for the purchase and cancell- 
ation of the loan securities so long as their market price 
was below the issue price. Besides, the Government have 
also been providing an additional annual sum of £500,000 
to meet India's liability regarding the unpaid portion of 
India’s war contribution. 

So far, however, no systematic plan was laid down 
for the redemption of India’s public debt. In 1924, how- 
ever, Sir Basil Blncklett formulated a debt redemption 
scheme which was placed before and accepted by tbis 
Indian Legislative assembly. According to this scheme. 
for a period of five years in the first instance, Rs. 4 
crore s plus lAith of the exces s o f the debt outstanding 
at the close of each, year over the debt outstanding 
on 3l8t March 1924. were to be sat anai t from t he, 
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annual revenues -'for the reduction or n vmd ance of public 
deU. “Sir ■•Basil liirticuiarly stressed the need for devo- 
ting that amount to the construction of productive public 
works rather than to the cancellation of old deb^s. Since 
1930, also, provision has been made ^or meeting the 
Government’s liability, in respect of cash certificates. 
Since 1933>4, however, in view of the absence of the con- 
tribution from the Railways to tlie genenil rovcmies, the 
'debt redemption scheme of 1921 hjis been virtually sns- 
licndcd, a lump sum of Rs. 3 crorcs only, being set apart 
for the purpose of reduction or avoidance of debt. 

Lccal finance. 

The income of the different tyiics of local sclf-Rovcrn- 
ing bodies in India is derived princiiially from the follow- 
ing sources ; — 

(IJ Ta.ves on trade such as octroi duties, terminal 
taxes, bills etc. 

(2) Taxes on property e.g. municipal rates on houses 
and cities in the case of municiiialities and cesses on land 
in the case of rural bodies. 

(3) Taxes on persons and circumstances e.g. license 
tax on profession, trade and callings. 

(4) Fees and licenses e,g. scavenging fees, licenses for 
music and other entertainments, vehicles, dogs and other 
animals. There are also license fees for offensive and 
dangoroug trades. 

Some of the municipal taxes such as octroi and termi- 
eial taxes are highly questionable in character. They are 
^nerally regressive in their inddence and are sore teob- 
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struct trade. Rural bodies also charge tolls on roads and 
ferries. Most of the municipalities also charge a water rate, 
and a lighting rate. A part of the municipal revenue also 
comes from municipal in^perty, e.g. municii)al markets. 
Lastly, there are grants<in-aid to local bodies from the 
Government for specific purposes. 

The principal heads of municipal expenditure are as 
follows: — Public health, education, roads and other public 
works. 

The central fact that strikes us in the sphere of 
local finance is its utter inadequacy, having regard to the 
needs of our local bodies. Not to speak of rural bodies, 
like Panchayets, Union Boards and District Boards, most 
of our 789 municipalities are very poorly equip)>ed with 
financial resources. Bombay and Calcutta alone are com- 
paratively well-to-do with their incomes over Bs. 3 crorcs 
and Rs. crorcs respectively. But even these fortunate 
municipalities bear no comparison with their Enroi)can 
counterparts. For instance, Glasgow whose population 
roughly equals that of Calcutta, has an income twelve 
times as much. 

The causes of inadequacy of resources are easily under- 
stood. In the first place, the taxable capacity of our people- 
is very low owing to their low p&r capUa income and 
the relatively large average size of our families. Second- 
ly, some important resources of revenue e.g. land reve- 
nue, which in other countries is assigned to local bodies' 
are included in our country in the general revenues, of the 
Government. Another important reason is to be found in. 
the fact that the size of some of our local bodies e.g, Dis-- 
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irict and Union boards, is so big (hat the personal tonoh 
between the*tax-payer and the local authority can not be 
maintained! The result is that tax-payers are unwilling to 
eubmit to higher rates even though they are likely *to be 
benefited by increased local expenditure on useful objectsi 
Above all, we must remember that in India since the ex- 
tension of the old village Panchayets, local bodies have 
been established from tbe above by a process of devolution 
instead of springing up from below by natural forces. 
Naturally therefore, the Indian people have not yet learnt 
to re.:;ard their local self-governing institutions in the 
proper and right perspective. 

The Taxation Inquiry Committee made various sugges- 
tions for the improvement of local resourccst which may 
be briefly summarised as follows : — 

(a) Conversion of the capitation and chowkidari taxes 
into sources of local revenue. 

{h) Standardisation of land revenue at a low rate so as 
to permit a substantial increase in the existing cess on 
land. 

(e) Giving local bodies a share of the proceeds from 
ground-rate and of the increased income from the rates on 
uon-agricultnral land. 

(d) Authorising municipalities to tax advertisements, 
bettmg and entertainments. 

fe) B ed^fting the impeut doty on motw cars and an- 
thorisiag tlie Phrvineial Governments to levy a proviool^ 
tax the pcooeeds of which are to be distributed amoD|.l|ie 
local bodies. 
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(f) Authorising local bodies to levy a fee for the re- 
gistration of marriages. 

(g) Increased grants-in-aid to local bodies for conduct- 
ing services of national importance. 

We may also mention that local bodies in India should' 
follow the Prussian model and conduct municipal enter- 
prises like municipal tramways, municiptl buses, gas, 
electricity, theatres, inns, dairies, bakeries, mills, factories, 
etc. In short, we can easily and profitably ex|)eriment 
with municii)al socialism, before we can embark on provin- 
cial or National Socialism. This will not only serve 
the Socialistic purpose of better distribution, but also 
help to equip our local bodies with much needed resources. 
Provincial finance and the Congress Government. 

Before concluding this chapter, it may not be inappro- 
priate to write a few lines on the financial bearings of cer- 
tain programmes which arc followed by the Congress Go- 
vernments in 8 out of 11 provinces. We have seen that 
under the New'Constitution, the most important heads of 
provincial revenue are Land revenue, E-vcise, Stamp etc. 
Income-tax may afterwards become an important source 
of income, but for some time yet we may not attach much 
importance to it, having regard to the conditions laid 
down by Sir Otto Niemeyer. 

Now in the Congress election pledges a substantial 
reduction in the land tax which is generally admitted, 
to be very heavy forms an important item. As Land 
Revenue is the most important sontce o£ provinoial 
re'^nae, the fulfilment o£ the Congress pledge involves a. 
great reduction of the income from land tax. . Wh^tiie 
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Zemindarl system prevails whether partly or wholly, ^e- 
Zemiuder must be severely handicapped by the reduction 
in the land-tax. Elsewhere, however, and this is what 
really matters from the standpoint of Provincial finance, 
relief to the ryot can only be given a( the expense of 
Provincial revenues. Similarly, the prohibition policy of 
the Congress Governments is likely in the near future to 
.convert the Excise Dctmrtincnt into a positive liability 
from its traditional iMsition of the largest source of 
IJTOviucial revenue after the Land-tax. We say it will bo a 
liability because it will be necessary to appoint an cxi^cri- 
onoed staff for checking illicit distillation and smuggling 
from non-Congress iwovinces or the Native states. The- 
revenue from judicial stamp will also bn affected owing 
to the Congress policy of encouraging solution of disputes 
by arbitration boards like the Panchaycts instead of by 
ordinary legal processes. Already in the U. P., a bill has 
been passed raising the value of judicial stamp with this 
end in view. 

Thus we find that in the Congress provinces, the 
princitttl revenues of the state will bn either curtailed 
or wiped out. On the other hand, the political programme 
of the Congress provincess requires increasing activities 
for national development. More money may be found for 
the nation- building services either by retrenchment or by 
increased revenue. As far as the former alternative is 
concerned, the Congress Ministers from the very bepa' 
ttinghave reduced their own salaries toBs. 500 p.m., 
not because there is any particular sanctity about that 
ftgUrsk but as nn.eamest their general dente to. reduce- 
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draMticaliy the whole cost of the administration. But the 
Governments have not the power under the Act to carry 
■out retrenchment in quarters where retrechmcnt is most 
badly necessary and where it can bear most of its frnitSi 
■namely as resar4s the Imperial services and the estaUish* 
iinent cost of Governors. There is, however, some room 
{or retrenchment in the sphere of the Provincial services. 
In particular, the inesent invidious distinction between 
the so-called Provincial and Junior Provincial services 
may and should be witXid out. But the salary scale of 
Junior branch of the Provincial services can not be 
reduced without affecting cflioiciicy and without creating 
loop-holes for corrut>tion. The Wardha scheme of educa- 
tion which wants to make i)rimnry education of a some- 
what interesting and certainly much more useful type 
than the orthodox form of primary education, com- 
pulsory in the province ns a whole and at the same self- 
supporting, is a very ingenious device in that the tainted 
revenue from E-xcise is no longer necessary to pay for edu- 
cation. Under the Wardha scheme. University education 
also ceases to bo a concern of the Government. It is to be 
financed by public donations. The success of the 
Wardha scheme, however, vitally depends upon the degree 
of public enthusiasm and support which it may enjoy not 
temporarily but permanently. 

Nevertheless, the more far-reaching and more expen- 
sive programmes of nation-making will require increaung 
revenue which can only be found by ihcreased grant from 
the Central Government or by new taxation. But the 
central Government can hardly spore any further money 
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tinleBS ifae military ezpeoditare or the cost of the adminis* 
iratioa ie drastically reduced. This again involves the 
whole question of Imperial vested interests, a question 
which can hardly be solved unless India gains the 
substance of independence. As regards fresh taxation, 
the taxation of agricultural income has already been 
resorted to in some Congress provinces such as Bihar. 
•But it is clear that this form of taxation can only bear 
fruit where there are large Zeminders or Talukdars and 
not many Congress provinces can ‘boast’ of either. Sales* 
tax is another alternative possibility but unless it is 
carefully devised, it will be a regressive form of taxation 
hardly in keeping with the spirit of the Congress adminis* 
tration. Inheritance-tax has some scope, but it will take 
some time before a comprehensive proposal for such a tax 
can be framed, having retard to the variety of the laws 
of succession prevailing in the country. Money may also 
be found by loans for productive public utility concerns, 
but loans too may not be raised except with the approval 
of the Government of India whenever a province may 
have a previous debt to the Central Government. Thus 
the path is full of bristles and obstacles. We submit that 
the Congress Government will not succeed in fulfilling 
their far-reaching [dedges to the electorate unless the 
present scheme of federal finance is radically revised and 
-unless the wh(de tme of the administration both at tiie 
eentce and in the tirovinces is radically altered,— a con- 
eammatkm whiok can hardly take place witkont another 
4etenaiaida«lrTi^to(stnqKle between the n atio n a li st 
AUid the^bvenafist focoes in the ooonfary or a vetentsiy 
.change of heart on the part of our mlere. 

47 
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.UNEMPLOYMENT. 

Unemployment in the Western sense largely means the 
involuntary unemployment of industrial labourers, both- 
skilled and unskilled, which has assumed, increasingly 
serious proiwrtious under the present regime of private 
capitalism. There are various types of unemployment. 
First, there is an irreducible minimum of i)erpetnaUy unem- 
ployed i)eople, variously estimated at 2 to 3% of the entire 
working class people ; men who are- unemployed because 
they are or have become unemployable owing to their lack 
of adaiitability to changing industrial methods. Secoudlyr 
there is a type of unemployment due to lack of mobility 
of labour ns between different places and occupatioBS 
owing to tiie barriers of ignorance, costs of training, local 
sentiments and prejudices and external hindrances. 
Thirdly, there is seasonal unemployment which is due to 
the seasonal nature of the demand for vaiions types of 
labourers. Lastly, there is cyclical unemployment which 
characterises every economic depression. 

In India, unemployment problem, though akintoito 
Western counterpart both in respect of its involuotaiy 
nature and in respect of the hardships it involves, is nevfcw 
thelesa quite- distinct in that it is seldom associated wlA 
industrial em[doyment. Oar uncaiidoyment proUem •!» 
primarily an agrionltural one, althongh in reotot yeaM a 
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new TBriant, middle class' Employment liM been 
claiming an increasing degree of thonght and attention. 
So far as indnstries are concerned, indeed the complaint is 
more about the scarcity of industrial labour than of lack 
of jobs for the labourers. 

Rural Unemployment. 

Rural unemployment js by no means a new phenomenon 
in India to-day. The iirecurious nature of Indian ugricul* 
ture, the time-honoured premier industry of rural India, 
owing to Its dependence upon the cat)rices of the Monsoon,, 
exposed India in the past to the dangers of devastating 
famines from time to time, centuries before the British 
power secured its firm footing on the Indian soil. Wo 
therefore, dismiss at once the false notion circulated some- 
times by patriotic Indians that somehow the British 
Government has introduced famines into India. In fact, 
if iiistorical records Itave any value, they tell us that 
famines in pre-British days, sometimes caused much 
greater hardships than famines in the 19th century which 
excited so much public indignation and public criticiams. 
While, however) we, thoroughly dissociate ourselves from 
the chargee that Britain tnocolated os with the terriUe virus 
of famine, we can not help observing that in the 19th 
century an enlightened administratiou had much greater 
opportunities fog mitigating the botrors of famine than 
any bonevoleut administration in the (nre-BMilway epoeba. 
We must alap submit further * that the Britiidi oonneziim 
witii Indbi. lovolviog m it did>&e.dertraetion of ear oneo 
doQrjshing OQttsgft uidnutries before, our. .indnattiss eoqld 



740 


INDIAN ECOKOMIOB 


be developed along modern linest oertainly served to re< 
ducc the staying power of the rural masses at the time 
when the very nature of fapiine was transfwmed from a 
famine of food to a famine of money. In the medieval 
epochs, famine was due to unavoidable physical causes and 
it was by no means confined to India. In the second half 
of the 10th century, however, when considerable develop- 
ment of Railways took {dace in India, and India was 
linked with the whole world by steam transport agencies, 
famine could only indicate a lack of purchasing power on 
the part of the rural masses. The British administration 
in India may, therefore, be naturally blamed if it could be' 
laroved to have been responsible for the abysmal poverty 
of our masses by reason of its acts of omission or commis- 
sion. 

The economic effects of famines. 

Famines, whenever they have occurred, have naturally 
carried in their train great and sometimes unspeakable 
hardships, not always confined to the agricultural classes. 
Starvation loading to deaths, increase of theft and burglary, 
the omerKence of a vagrant population, decay and large 
scale destruction of cattle power,-— these were the usual 
direct concomitants of famine onUbreaks. Besides, the 
lack of purchasing power of the masses invariably affected 
the incomes of the manufacturing and trading classes and 
ultimately the earnings of tiie prolesnkmal classes. Witile 
the failure of the local harvest helped to raise up the 
prices of food staffs and other commodities, tiie peofde 
experienced a great shrinkage df ’4ieir nieney4ncom^ 
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Thus all except the possessiug classeiK safiPeredt mere or 
less, whenever famines broke ont Nor did the Oovemment 
enjoy any immunity from the devastating effects ot 
famines. The Government revenue on all accounts showed 
huge deficits, while the Government’s Expenditure was 
bound to increase both on account of famine relief work 
and on account of additional expenses for combating 
’ crimes. Thus famines have closely resembled a general 
nervous break-down of India’s economic life. 

History of famine relief. 

In the Pre-British days there did not and, we might 
add, there could not exist any organised system of famine 
relief. The virtual inaccessibility of the interior regions 
rendered impossible any contemplated stito intervention 
for affording genuine famine relief. People, therefore, had 
to shift for themselves in case there was any failure of the 
harvest in any particular year. Asa matter of fact, in 
those days almost every village had its granary wherein 
was stored sufficient amount of food-grains which people 
could fall back upon in times of emergency. ’ It was only 
when the harvest failed for several successive years that 
starvation, servitude, and even cannibalism became 
inevitable. The Indian rulers of those days, particularly 
those of them who were benevolently disposed, tried to give 
whatever relief they could by compulsorily forcing down 
the prices of food-stuffs, and by various public works 
which in some eases involved the building and demolition 
and then bnilding again of mosques and other public build- 
ings. It is interesUng to note that the last-mentioned 
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notiv^itjr of our medieval despotic potentates, has rlscelVed 
the enthosiastic supiKnrt of a very emiAebt raddetn e'eonoi 
mist like Mr. Keynes. In his "General < Treatise' Mi 
Unemployment'’, for instance, we find the follotsing mcmor^ 
able sentences ! ‘’If the Treasury were to fill old bottles 
witl) banikoiotes, bury them at suitable depths in dis-iiscd 
coabmincs which arc tlicn filled up to the surface with 
town rubbish, and leave it' to private enterprise on well- 
tried principles of laissez-faire to dig the notes up again 
(the right to do so being obt-iined, of course, by tendering 
for leases of the note-bearing territory), tliere need be no 
more nnemploymcnt and, with the help of the rejiercnssions 
the real income of the community, and its capital wealth 
also, would probably become a good deal greater than it 
actually is.” 

Coining down to the liritish |)eriod, in the early days of 
the British rule, naturally enough the East India Company 
which Was a dividend-earning concern could not think of 
any systematic plan for mitigating famines, which by its 
very mature would involve some expense and therefore 
lessen the dividends. Even after the assumption of direct 
resiionsibility for the Indian administration by the Crown, 
the Government remained a helpless spectator of a series 
of devastating famines which occurred from IfifiO onwards. 
The horrors of the Orissa f£mine of 1861, however, at last 
moved the Government to declare its determination to 
save human life at any cost, and in the subs^uent Bihar 
famine of 1873 the Government almost erred on the side 
of indiscriminate charity. The great South India famine 
of 1876-^ however, which involved a mortality of 52 lakhs'. 
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kid thei to 9 pp^t thoi famine. Commie* 

eioQ presided over by Sir Ricard Straehey. The Qommie* 
sioD-recolmmcndcd the ipstitiitioQ of n: famine Inenrance 
grant of Rs^ crores annually to be (provided out of 
current revenues. This sum of money was to be spent oil 
direct famine relief in case there was an actual outbreak 
of famine, or on the construction of public works . of a 
• protective nature like Railways, Irrigation etc., if the year 
was a normal one. Besides, the principles of famine relief 
were clearly laid down in famine codes for every provinca. 
Two more Famine Commissions were subsequently set up 
which recommended certain amendments to the Famine 
codes as well as certain other measures like the setting up 
of co-operative credit societies, the enlistment of non* 
official 8up|K)rt for the purpose of famine relief etc. 

The Famine Insurance Fund. 

As wo have already scCn the Famine Insiiranee Grant 
amounting to Ks. U crores annually became a permanent 
item of the central budget sineo 1R78 following the recom- 
mendation of the 6rst Famine Coinniissioii; This fnod was 
originally allotted to the different i>rovinccs according to 
their needs by the Government of India. Later on, 
however, Famine Insurance became a divided head of 
expenditure between the Central and the Provincial 
Governments, onc-third being contributed by the Provin- 
cial Governments and two-thirds by the Central Govern- 
ment The Provincial qoota was fixed according to the 
KalnUty of every province to famine attack. The famine! 
fund was spent on actual relief work, construction' of pro" 
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tective works and loans given to cultivators., 
unspent portion of the grant formed a part of’ the central 
balances on which the Government of India paid interest. 

Since 1928-9, liowever, the constitution of the Famine 
Insurance Fund Has been radically altered. It has ceased 
to be an Insurance Fund. Instead, it has become a Relief 
fund. It can be spent normally only on famine relief 
proper. It is no longer available for giving loans to culti- 
vators directly. 

Actual process of famine relief. 

The machinery of famine relief is fairly elaborite. 
There is, in the tirst placet an elaborate arrangement for 
detecting the first signs of a famine outbreak. The 
Meteorological Department collects all types of data bear- 
ing npon the weather conditions in the diffei'ent parts of 
the country. Watch is also kept over the appearance of 
locusts, the increase of theft, bbrglary, vagrancy, large- 
scale movement of cattle, the drying up of wells and tanks 
etc. As soon as famine conditions are apprehended, meet* 
ings are held in which non-official help is enlisted. Snspen- 
sion of the land-revenue is declared and loans are offered 
for agricultural improvements. If these preliminary steps 
do not prove to be adequate, test works are opened provi- 
ding employment to those who seek cmidoyment. The pur- 
ix>8e of these test works is to ascertain the number of those 
who are actually unemployed due to famine- conditions. 
Afterwards, poor houses are opened in which gratuitoos 
relief is given to the infirm and the aged. Great care is 
taken to prevent the 'ontbieak of eindemics like cholera 
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partidalatly towards the close of the famine period. At 
last, when'the rains set in« relief camps are closed, people 
jure transferred to their villages where smaller relief works 
are opened until normal agricultural conditions are 
restored. * 

Inspitc of the above elaborate arrangement for the 
work of famine relief, however, the distress of the 
affected people knows no bounds in all abnormal years. 
The official relief is almost invariably inadequate and slow. 
Hence it becomes necessary for benevolent social institu- 
tions like the Ramkrishna Mission, or for political 
organisations like the Indian National Congress to join 
the general crusade against mass privations brought about 
by natural calamities. 

The above remedy, it must be confessed, fails to go to 
the root of the matter. It is highly preposterous that the 
teeming masses of India should be kept peri)etually is 
such a state of utter bankniptcy that a single failure of 
the harx’est should mean their utter starvation, death and 
demoralization. It is highly imperative that the state 
should adopt and pursue a comprehensive plan of rural 
reconstruction aimed at a radical transformation of the 
economic position of the ryots. In the absence of such 
heroic remedy, the popularisation of the Charka cult and 
the resuscitation of other cottage industries would go a 
fairly long way towards the financial betterment of the 
fodian peasantry. The latter remedy is pariiculariy useful 
for caring the seasonal unemployment of the Indian ryot 
who is generally without an occupation from 5 tod 
months in the whdo y<»r. In any case, the shadow of 
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famine over our country-side 'must be,'Kfted^ once ' fdir all 
with the utmost ixissible speedi if India is to.bo lifted out 
of barbarous medieval economic conditions. 

' J' ■ ' 

Middle class unemployment 

Unemployment amonK the so-called educated middle 
•class people has in recent years assumed increasingly 
alarming proiwrtions and has also attracted a great deal 
of public ntttmtion. Committees were set up by several 
Provincial legislatures (Madras, Bihar, the IJ. P., the 
Punjab among others) to examine the whole problem and 
to suggest remedies. All the committees agree that the 
{woblem is a very serious one indeed. Thus the inoblcni 
of middle class unemployment is an All-India problem and 
us such it can be solved only by ntcans of comprehensive 
All-India efforts. 

The term “middle class” includes those people who are 
not sufficiently well-to-do to do without earning, who have 
received some amount of literary education, and who are 
averse to manual employments as such. 

Causes of unemployment 

The tirincipal c.au8c of middle-class unemployment, it 
is alleged, is the general economic backwardness of the 
country. The industrial development of the country is 
highly inadequate and as such there is no sufficient scope 
for the industrial employment of educated vouths. This it 
the greatest single cause of middle*claB8 unemployment in 
India. It has been observed that whereas in Engkod 
there are altogether 16.000 distinct avocations open to the 
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educated section of flke publici in Indift there Wre only 40. 
There can be no doiibt that with the rapid' economic 
transformation of the country, the problem of middle*elii8a 
unemployment will lose much of its present baffling serious- 
ness. • 

Secondly, the edncHtionn! system of the country has 
also come in for very severe criticisms. It has been said 
that the present educational system in India eives an 
undue literary bins to the trainine of our youths. The 
result is that our youn^ men are only qualified for various 
Government services, clerical jobs in the commercial firms, 
and the professions of law, medicine, and teachinj?. TTn- 
fortnnately, however, the demand for qualified jieoi^de in 
these employments does not increase at all pro|)ortionately 
to the supply. The result is that an increasing number 
of educated young men find it impossible to secure a job or 
a living. 

There is certainly a large element of truth in this 
charge. Our present educational systepi was evolved at 
a time when there was a genuine lack of qualified people 
for various Government and mercantile, jobs. To-day, 
however, the situation has been vastly altered. It is, 
therefore, imperative that our educational system should 
be drastically changed if we aro to prevent the unspeak- 
able tragedy of unemployment, privations, and demoraliaa- 
iion on the part of an ever-increasing army of matricul- 
ates, graduates and even post-graduates. The Wardha 
ucheme of education which seeks to confine university 
‘education only to a small section of the educated people, 
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who are specially qualified for profitine by higher edn- 
cation, deserves great commendation from this pmnt of 
view. 

At the same time, however, we must remember that 
mere opening of Vocational training courses on a large- 
scale can hardly be useful, unless there is a genuine 
increase in the demand for men ix)8scsing technical 
qualifications. 

Thirdly, the social system of India has also been held 
to bo partly responsible for our middle-class unemploy- 
ment. Early marriage, joint-family, the caste system, — 
all these have been mentioned as aggravating factors. 
Due to early marriage, our young men not only receive 
inadequate training. They are also burdened with heavy 
and almost paralysing restionsibilities which serve only to 
deepen their mental depression and to discourage boldness 
and enterprise. Similarly, the caste system precludes 
young iieoplo from resorting to various occupations which 
offend their caste prejudices. The joint-family similarly 
encourages parasitism, conservatism, and lack of mobility. 

liSstly, the general economic disorder in the world as 
a whole resulting in world'wide unemployment and 
economic depression is also held to be not without signifi- 
cance from the loint of view of’lndian unemployment. 
After all, India is an integral part of the world. If there* 
is economic depression abroad, our export industry must 
sufifer resulting in unemployment in the export trades 
which must affect the other trades and occupations- 
accordiiMS to the theory of the Multiplier. 
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• * 

The causes of our Middle^dass unemployment also 

^uiKost the remedy. In fact, there is no permanent 
remedy of unemployment in the caintatistio economic 
system. But unemployment among the educated people 
may be greatly lessened if only a well-conceived concerted 
policy is followed. We whole-heartedly endorse a sugges- 
tion from the Government of India that there should be a 
statistical estimate of the total quantity of employment 
which the Government, other puUic bodies. Commercial 
firms, educational institutions and the so-called learned 
luofessians may offer. Once we get an appro.\imate idea 
of the volume of available employment, the supply of 
qualified men may be regulated in such a manner as to 
equate the supply with the demand. Unless some such 
statistics are compiled, it is difficult to avoid middle-class 
unemployment. Care, however, should be taken to 
estimate the posuUe increase in demand duo to the 
prospective economic development of the country. 
Complete Indianisation of the services as well as national 
control over all commercial and banking institutions in 
the country may also increase employment for oiir 
educated young men. There should be unemployment 
Bureaux in the country whose business should be to 
supply adequate information about employments in 
different firms and institutions. It is gratifying to note 
that several universities including the Calcutta tjniversity 
have already estaUished University unemi^oymeut 
JBitnanx for the benefit University students. These 
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Btircttiix keep touch with the different QomsercinliOrins, 
both Indian and European. It is desirable, however, that 
SoleCtibn in'' all cases should / to made by competitive 
examinations'’ rather than fay thef sb*caUcd Interviews: 
which ^iVe so much scope -for corruption and favountism'. 

' Bb’t the most fundanrental'rc'medy lies in the widening' 
of thO outlook of the educated people. Agriculture and 
other sO'Calted manual occupations '-must absorb an- 
increasing number of the so-called Bradralokli youths. 
People should fully realise the principle of the dignity 
of labour and act accordingly. Doctors must learn to 
reside in the Villages where they may easily secure a 
living and tit the same time fuldl a crying need* instead of 
rotting in the big towns and cities where the {intetice iS' 
monopolised by a fortunate few. TiuKihcrs must look 
upon themselves as crusaders against thO forces of dark- 
ness and ignorance in our benighted villages, instead of 
vainly searching for' jobs in urban schools. Aiid above alb 
the 'educational system should be Radically revised in. 
order to reduce the number of degree-holders for whont 
there is hardly' any avenue for useful service. 












